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STANDARDS FOR HEALTH PLANS PROVIDING
COVERAGE IN THE MEDICARE PROGRAM

THURSDAY, JULY 27, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
JOINT WITH COMMITTEE ON COMMERCE,
SUBCOMMITTEE ON HEALTH AND ENVIRONMENT,
Washington, DC.
The Subcommittees met {'ointly at 10:17 a.m., in room 1100,
Longworth House Office Building, Hon. Bill Thomas (Chairman of
the Subcommittee on Health of the Committee on Ways and
Means) presiding.
[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
July 20, 1995
No. HL-15

Thomas and Bilirakis Announce a Joint Hearing On
Standards for Health Plans Providing
Coverage in the Medicare Program

Congressman Bill Thomas (R-CA), Chai of the Sub nittee on Health of the
Committee on Ways and Means, and Congressman Michael Biliarkis (R-FL), Chairman ofthe
Subcommittee on Health and Environment of the Committee on Ci today
that their subcommittees will hold a joint hearing on standards for private health insurance
plans seeking to participate in and provide age to beneficiarics under the Medi
program. The hearing will take place on July 27, 1995, in the main Committee hearing
room, 1100 Longworth House Office Building, begiuning at 10:00 a.m.

Oral testimony at this hearing will be heard from invited wi only. Wi
will include representatives of private organizations that develop stmdnds for quality health
care and accredit heaith care systems and plans as ing those ives of

swe insurance regumors who assure the financial solvency and other critical aspects of

ions; government oversight organizations that have reviewed the
"state of the art" in semng appropriate standards for health pians; and representatives of
private health plans. However, any individual or organization not scheduled for an oral
appearance may submit a written statement for consideration by the Committees and for
inclusion in the printed record of the hearing.

BACKGROUND:

Currently, the Medicare program serves over 37 million beneficiaries, the majority of
whom receive services under a Federally-administered system of paying hospitals and
physicians directly for their services. However, under the auspices of the Medi
a growing number of beneficiaries are mtctmed in and enrolling in organized henllh dchvery
systems, such as health mai [ that provide health services in local
communities.

The Commitices on Ways and Means and Commerce are committed to responding to
this interest by improving the choice of plans available to beneficiaries. In so doing, the
Committees are equally committed to assuring that private plans certified to provide services
to beneficiaries mect the highest standards of quality in health care and accountability in their
marketing and other business practices.

FOCUS OF THE HEARING:

The hearing will focusontwoimpormummux The first is to obtain testimony on
the full range of standards currently applied mﬂrh:alﬂlmsyﬂun,bothwbhcmdpnvm
with emphasis on the needs and unique requi of the Medi The d is
tomketcsumonyonhowbmtodlschngelh.uuponslbdnymdmcxplmewhnﬂm
appropriate roles are for private sector entities, the states, and the federal government. In
particular, the Committees are interested in investigating the feasibility under the Medicare
program of entering into agreements with states and with private accreditation organizations in
order to bal the proper discharge of these responsibilities with minimal regulatory burden
and intervention.




WAYS AND MEANS SUBCOMMITTEE ON HEALTH

DETAILS FOR SUBMISSION QF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit et least twelve (12) copies of their statement, with their
address and date of hearing noted, by the close of business, August 3, 1995. Six (6) copies
should be sent to Phillip D. Moseiey, Chief of Staff, Committee on Ways and Means,

U.S. House of Representatives, 1102 Longworth House Office Building, Washington, D.C.
20515. Six (6) copies should be sent to Darlene G. McMullen, Chief Legislative Clerk
Committee on Commerce, U.S. House of Representatives, 2125 Rayburn House Office
Building, Washington, D.C. 20515. If those filing written statements wish to have their
statements distributed to the press and interested public at the hearing, they may deliver 200
additional copies for this purpose to the Ways and Means’ Subcommittee on Health office,
room 1136 Longworth House Office Building, at least one hour before the hearing begins.

FORMATTING REQUIREMENTS:

Sazh statement preseuted fur printing to Gie Commizios by & Witnass, a2y Wwritisn statwment or exhibit suhmultied for fhe printed recerd
o Ay WL carxments 38 reSpONSS 5 & roquest for writhen cammauts winst conform te he guidelines Nsted bulow. Axy statemeat or
hibit net I ssplisnce Wtk Chese guidalines WHl Bat bo pristed, but will by malntatued in the Canmittes Glaa for tvview and uee by the
Commition.

L Al matements and any socompanytug «shibits for pristing mast be typed In single space an lagalatse paper and may ast
aeed 8 twtal of 10 pages incinding sttackments.

1 3 ﬁl.iIﬁhﬁ--hlﬂIIHllnm.lndﬂlﬂllhumﬂlhlhﬂ‘l-utumn-ndﬂﬂ-ﬂh
reforvnced aad queted o parsphrased. Al cxhibit matarial net mooting Grese b thy s fer
revisw zad e by the Commition.

[y A witnoss appeating 5t & public bearing of rabmiiting & statvmsent far tha recurd of & publis Beastey, or sulmitiing Miitten
oumments in respenss v & publisbed request for ovnmssnts ¥y o Comnuiites, MRst Incinds @ bis statement or subusiosien ¢ list of ol
sllanis, porsms, o erpasizafions @ whove bakalf the withess appears.

4 4 eupplamental shost wast scomupany sach statement Rating the same, tol) address. & talaphane Number where the Witacss
o the donigRated represestalive may e reached aad & tpical enttins or supmary of (he OPEERSNIE ARA resOIeRdations (A the Tull
sinment Thin supplamenial shoot will uet bo incinded in the pringed record.

The abeve restrictions and kmitations apply saly tv materia] being sulmitted o princing.  Stataments sad exiidity or supplamentary

material suinsitiod selely for dintribution 15 b0 Mombern, the press snd the publlc during the soatss of & public hosring may de smbmtitad b
oihar furms.

Note: All Committee advisories and news releases are now available over the Internet at
GOPHER.HOUSE.GOV, under "THOUSE COMMITTEE INFORMATION'.
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Chairman THOMAS. Good morning.

It is a pleasure to welcome you to a joint hearing of the Health
Subcommittee of the Ways and Means Committee and the Health
Subcommittee of the Commerce Committee. I would like to wel-
come our colleagues from the Commerce Committee.

I consider the subject of today’s hearings to be important to suc-
cessfully providing more health plan choices to Medicare bene-
ficiaries. I think the situation is clear: The Congress and the ad-
ministration have an obligation to Medicare beneficiaries to assure
that they get professional high-quality medical care. That applies
to care provided through the fee-for-service system, as well as co-
ordinated care plans such as health maintenance organizations and
other health plan arrangements.

As we explore expanding the range of plan choices available to
Medicare beneficiaries, we are committed to assuring that any pri-
vate plans certified to provide services meet the highest standards
of quality in health care and accountability in their financial and
business practices.

This hearing I think has two major objectives. The first is to ob-
tain testimony on the full range of standards possible, both public
and private, that are currently applied to health services and
plans. In this regard, we are particularly interested in evaluating
the information in the context of the requirements of the Medicare
Program.

The second goal I think is to receive testimony on how best to
carry out the responsibility of developing and implementing stand-
ards for private health plans participating in the Medicare Pro-
gram. We intend to explore what the appropriate roles are for pri-
vate organizations and for both States and the Federal Government
in this process.

In particular, I think we want to investigate the feasibility under
the Medicare Program of entering into arrangements with States
and private accrediting organizations to handle many of these
kinds of tasks. We feel strongly about the importance of discharg-
ing these responsibilities with the absolute minimum of regulatory
redtape and burden. 1 look forward to the testimony that we will
receive today.

[The opening statement of Mr. Ganske follows:]

OPENING STATEMENT OF HON. GREG GANSKE

Mr. Chairmen, thank you for calling this hearing today. It is a pleasure to join
my colleagues on the Ways and Means Committee as we continue our investigation
of the Medicare Program and ways in which it can be improved.

Over the next few months, I expect the Members of these two panels to work
quite closely on proposals to preserve, protect, and strengthen Medicare. With bank-
ruptcy of the Hospital Insurance Trust Fund looming in 7 years, we will have to
take bold steps to guarantee that Medicare will provide benefits to our grandparents
today and to our grandchildren tomorrow.

The subject of this joint hearing, plan standards, is especially appropriate. Most
Medicare reform plans which we will consider create incentives for elderly bene-
ficiaries to enroll in managed care plans. As we move in the direction of more man-
aged care for Medicare, we must pay special attention to the unique health needs
of this population.
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Before we endorse managed care as the silver bullet of reform, Congress must be

satisfied that HMOs and :ﬁ\er coordinated care networks will fully meet the health

care needs of the elderly. While I believe that managed care must be an option for

the elderly, I will support efforts to guarantee that these plans adhere to certain

patient protection provisions. I look forward to working with my colleagues on both
anels and both sides of the aisle to ensure that our efforts to protect the financial

Future of Medicare do not threaten the health of those who depend upon Medicare.
I thank the Chairmen and look forward to the testimony of the witnesses.

Chairman THOMAS. At this time, I would recognize the gen-
tleman from Florida, the Chairman of the Health Subcommittee of
the Commerce Committee, Mr. Bilirakis.

Chairman BILIRAKIS. Thank you, Mr. Chairman.

I, too, am pleased that we are holding a joint hearing this morn-
ing. As the two Committees in the House responsible for the Medi-
care Program, it is appropriate for us to meet together to discuss
the important, but difficult issues of standards for health plans and
the Medicare Program.

In addition to making the Medicare Trust Fund solvent to assure
the continued existence of the program, one of our primary goals
is to increase the choices available to senior citizens.

In today’s health care market, new types of plans are constantly
emerging. These new plans are available to those in the work force,
but are typically not available to Medicare beneficiaries. As those
currently in the work force become Medicare beneficiaries, we want
to make that transition smoother by permitting them to remain in
health plans with which they are familiar.

Currently, there are only two options available to them, tradi-
tional fee-for-service and HMOs, and HMOs are not available, as
we know, in all areas of the country. Even where they are avail-
able, many seniors are unaware of this option.

As new types of plans enter the Medicare market, we must en-
sure that they are providing quality health care to seniors. In addi-
tion, these plans must be financially secure, so seniors will not be
left without health coverage. Designing these standards will not be
easy. We must decide on standards, whether or not the same
standards should apply to all types of plans, including HMOs,
PPOs and PHOs. Equally important is determining who should be
responsible for enforcing these standards, the Federal Government,
the States, private entities, or some combination,

Our witnesses today will describe for us the current require-
ments for the various types of health plans. Several of our wit-
nesses will propose standards which they believe should apply to
the different types of health plans that may be available. Along
with the other Members, I look forward to the testimony of our wit-
nesses and welcome your input.

Thank you very much, Mr. Chairman.

Chairman THOMAS. I thank the Chairman.

I will now recognize the Ranking Member of the Health Sub-
committee of the Ways and Means Committee, the gentleman from
California, Mr. Stark.

Mr. STARK. Thank you, Mr. Chairman.

Before I comment upon the hearing today, I was asked by the
g:antleman from Washington, Mr. McDermott, and the gentleman

om Maryland, Mr. Cardin, to apologize for their not being here.
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They are in an Ethics Committee meeting to hear testimony from
Speaker Gingrich as to what he did in his book contract.

It is interesting, I might note, the Speaker had suggested that
he was not sure whether that was a murder or suicide for the
President’s staff, and that is an interesting comment. I am not
really sure that the Speaker was harsh to his first wife on her sick-
bed, but maybe he was. Or I am not sure that he really did some-
thing unethical in taking that book contract and whether there was
an exchange in title to that, but maybe he did. You are never sure
whether somebody is really stealing money or they just appear to
be. I am not sure. It is interesting.

Chairman THOMAS. Would the gentleman yield briefly?

Mr. STARK. I yield.

Chairman THOMAS. Obviously, the gentlewoman from Connecti-
cut, Nancy Johnson, is not here, since she chairs the Committee on
Standards of Official Conduct.

Mr. STARK. At any rate, I thank you for scheduling this hearing.
It is a timely topic for us to explore. Those of us like Mr. Waxman
and yourself, Mr. Chairman, remember the prepaid health plan
scandals in California in the seventies, and others like ourselves
who had to deal with the IMC scandal in Florida in the eighties
know that vigilance is required to ensure quality in health plans.

I am troubled, though, Mr. Chairman, by the total lack of wit-
nesses representing beneficiaries. Given the importance of health
plan oversight to their health, I would think it appropriate that we
hear testimony from those most affected. Beneficiaries surely have
a point of view which is as important as hearing once again from
the AMA representing doctors with average incomes of $189,000,
and all the AMA wants to do is gouge seniors by allowing unlim-
ited extra billing. Might not the seniors, who are going to have to
pony up this $14.5 billion to enrich our Nation’s physicians, have
something to say?

Three recent surveys demonstrate why we need to listen care-
fully and act aggressively to protect the health of beneficiaries en-
rolled in private plans. I would like, Mr. Chairman, to ask unani-
mous consent that the three surveys be made a part of the record.

The Inspector General found significant problems with HMOs
screening senior citizens about their health risk, with 43 ‘)ercent
of the Medicare HMO enrollees having been asked at application
about specific health problems. That is not right.

The three surveys I mentioned were conducted by the Common-
wealth Fund, the Robert Wood Johnson Foundation, and the In-
spector General. All uncovered significant problems with managed
care. We should not ignore their findings. Whether it is questions
about access to services or questions about services for chronically
ill patients, mana%:ad care plans are rated more poorly than fee-
for-service plans. These findings do not suggest that we should stop
enrolling beneficiaries in managed care, but they make clear that
we must assure strong effective Federal standards, that they are
in place to protect the health of beneficiaries who place their trust
in us.

I note that many proposals would allow a major role for the
States in overseeing health plans, with varying degrees of Federal
oversight. In my view and in the view of the majority of experts
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surveyed by the GAO, such oversight is absolutely essential by the
Federal Government. The capacity of State health insurance regu-
lators, as the GAO testified to in March 1993, is uneven, and the
State regulators’ records are spotty, at best. That testimony should
not be ignored.

Last, Mr. Chairman, I would commend to your attention a bill
that Mr. Waxman and I have introduced, the Medicare Beneficiary
Protection Amendments of 1995, which all of the Members of the
Ways and Means Health Subcommittee have cosponsored and
many Members of the Commerce Committee Health Subcommittee
have cosponsored. In my view it represents a balanced, fair ap-
proach to assuring that beneficiaries who enroll in a private health
plan are as well served as if they had stayed in the regular Medi-
care Program,

Thank you, Mr. Chairman.

[The three surveys were not available at the time of printing.]

Chairman THOMAS. I thank the gentleman.

I just think the record should be clear. Other people can defend
themselves, but this Subcommittee has held hearings more than 10
times in which seniors spoke representing various associations.
Four of those times, the AARP was on panels. Once again, the
AARP was asked to be here. They declined, for whatever reason,
So the gentleman needs to know that his side of the aisle asked
once again for the AARP to be here and they declined. So the rea-
son seniors are not here is on the basis of their own decision.

The Chair now recognizes the Ranking Member of the Health
Subcommittee on Commerce, the gentleman from California, Mr.
Waxman.

Mr. WAXMAN. Mr. Chairman, I am pleased to participate in this
joint hearing today to examine issues related to the standards for
health plans providing coverage in the Medicare Program.

I regret, however, that we are again holding this hearing without
having available the Republican plan to change the Medicare Pro-
gram so that the budget requirements to reduce projected Medicare
spending by $270 billion are accomplished.

It was exactly 1 month ago today that Ranking Members Dingell
and Gibbons joined Mr. Stark and me and wrote to request that
the specific proposal you intend to ask the Subcommittees and
Committees to approve be made available. We made that request
because we believe it is vital, and indeed the only responsible
course for us to take, to provide time for the proposal to be ana-
lyzed and understood by the American public that relies on Medi-
care for health care services, and by the many health care plans
and providers who are trying to deliver quality services to our aged
and disabled citizens. We do not have such a proposal.

Today we are 1 week away from a recess of this House for the
August period. When we return, we will be a mere 14 days from
the deadline for reporting the legislation. It is difficult to escape
the conclusion that a deliberate effort to keep the American people
from knowing what you have in store for the Medicare Program is
underway.
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What we do have is one document that was obtained by the New
York Times which lays out some very troubling proposals to reduce
choice in Medicare—or at least leave choice in place only for those
with enough income to pay the financial penalties they will face if
they try to stay in Medicare as they have known it.

In light of the publicity that document received, we have heard
many genials that this represents the Republican thinking. But it
remains the only concrete proposal that we have seen, and it is
clear]l{ a set of proposals that takes away choice and puts quality
at risk.

Without your specific proposal, Mr. Chairman, we can receive
testimony on quality issues, but we cannot evaluate fairly the basic
issue: Are we going to pay enough to maintain quality care, or have
we set a budget target that will result in an increasingly inad-
equate voucher or defined payment which will ultimately %ead to a
restriction of services and an erosion of quality.

I would want to make one further point. Maintaining quality in
the Medicare Program surely means maintaining protections for
Medicare beneficiaries. It means strong Federal regulation and
oversight to protect them from plans that discriminate against
beneficiaries as they get older and sicker. It means policing plans
to protect against risk selection and raising premiums to
unaffordable levels. It means aggressive regulation to stop market-
ing abuses. It means assurance of effective complaint procedures
and actions against plans which are not providing quality care to
their enrollees.

Unfortunately, so far we have heard a lot about restricting choice
and cutting expenditures and about asking Medicare beneficiaries
to pay more. But we have heard nothing about the oversight and
regulation needed to make this leap into the market anything more
than a leap of faith. We have to remember the problem with letting
the market work its will, is that sometimes too many people are
left out of the will.

So I hope this hearing today will shed some light on these issues.
They are not new issues. When I first got started in politics in the
seventies, we had a massive push to prepaid plans in California for
the MediCal population or Medicaid. What happened, these people
were abused. They were taken advantage of. We have seen this
over and over again and we are going to hear about it again today.

So I hope this hearing will shed some light on these issues, but
I hope this hearing is only the first to address them. Most of all,
I hope that the hearing we have the next time will be with a spe-
cific plan on the table.

I noted with interest that the Washington Post reported that this
view is not only mine, as someone you might want to dismiss be-
cause I am a Democrat, but the view of Chairman John Kasich of
the Budget Committee who thought that the Republicans ought to
let people know what they planned for Medicare, not at the last
minute, but with due deliﬁeration and sufficient time for them to
review it.

This is also the view expressed in a report from Senator Arlen
Specter, a Republican from the State of Pennsylvania, even a Presi-
dential candidate for the Republican nomination. So I hope this is
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the first of hearings to address this issue and next time we will
have a specific plan on the table.

I want to ask unanimous consent to put in the record a state-
ment of Representative Ehizabeth Furse, our colleague on the Com-
merce Committee. She has introduced, together with the American
Diabetes Association, H.R. 1073 and H.R. 1074, to help empower
people with diabetes. I think her statement is a very important one
and should be part of this record.

Thank you.

Chairman THOMAS. Without objection, the statement will be
made a part of the record.

[The prepared statement follows:]
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Statement of Rep. Elizabeth Furse
July 27, 1995
before a Joint Meeting of the
Commerce Subcommittee on Health and the Environment
and
Ways and Means Subcommittee on Health

Thank you, Mr. Chairman. Members of the subcommittees, I
appreciate your willingness to allow me to make a few remarks today.
Diabetes continues to be a serious health problem in America. Diabetes
is our fourth leading cause of death, affecting 14 million Americans
and costing our nation over $100 billion annually. Contrary to popular
belief, insulin is not a cure for diabetes; it only helps those with
diabetes properly manage their disease.

If people with diabetes don’t have the necessary tools and
training to manage their disease, the results are costly, often fatal,
complications such as blindness, heart disease, amputations, and
stroke. The only way we can help reduce the burden of diabetes, and
these costly complications, is to empower people with diabetes to
manage their disease. According to the National Diabetes Research
Coalition, an organization of leading endocrinologists and other
scientists active in diabetes research, a 10% reduction in
complications will save a staggering $5 billion.

Earlier this year, together with the American Diabetes
Association, I introduced H.R. 1073 and H.R. 1074 to help empower
people with diabetes. H.R. 1073 would provide people with diabetes
self-panagement training and H.R. 1074 would ensure coverage of blood
testing strips. I am pleased that H.R. 1073 has broad support in
Congress, with currently 115 bipartisan cosponsors, including members
of both the Commerce and Ways and Means Committees. Representatives
Nancy Johnson, Jim McDermott, and John Lewis are currently cosponsors
of H.R. 1073, as are Representatives Henry Waxman, Ron Wyden, Sherrod
Brown, Gerry Studds, Bart Stupak, Ed Towns, and Bart Gordon. I am also
pleased that the American Diabetes Association, the American Dietetic
Association, and National Association of Diabetes Educators have
testified before the Ways and Means Committee supporting H.R. 1073.

I believe that reforming Medicare is a prime opportunity to help
make these important changes to help people with diabetes. Earlier
this year, Y had a very positive meeting with Speaker Gingrich on these
bill, and I think it is fitting to quote from an appearance he made on
Good Morning America last year. He said:

“We don’t today pay for training you, as a diabetic, how to
take care of yourself. We will pay to put you in the
hospital and toc amputate your leg when you fail to take care
of yourself. But literally, the government bias today is
not to pay for the preventive and educational experience
that will lower your costs." -- Speaker Gingrich, 7/27/94

Let’s follow the Speaker’s advice and change the government bias.
As this Congress moves to reform Medicare, I urge my colleagques to
ensure that pecple with diabetes have necessary tools -- in both
training and equipment -~ to manage their disease properly. It will
save thousands of lives and potentially billions of health care
dollars.
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Chairman THOMAS. I will just respond briefly to my friend from
California. Since we have not been together on these hearings, I
am pleased that this is a joint hearing. We are trying something
novel here. We are trying to hear the testimony before we write a
plan. The hearing today i1s on standards for health plans providing
coverage in the Niedicare Program.

I know the gentleman wishes to refer back to the seventies. In
fact, if he did so with the Medicare Trust Fund, he would find that
it appeared to be in good shape then. This is the nineties, and we
are 7 years away from a bankrupt part A program. I can assure
you that when we finish putting a plan together, we will lay it on
the table, and I fully anticipate at the time that we lay it on the
table, you will lay one on the table, as well.

Mr. WaxMaN. Will the gentleman yield to me?

Chairman THOMAS. Certainly.

Mr. WaxMaN. You do things here differently in Ways and Means.
We usually make our statements and then go on to the next Mem-
ber. Here I guess the Chairman gets to comment on everyone’s
statement.

Chairman THOMAS. Reclaiming my time, the first witness is Dr.
Carlotta Joyner, who is Associate Director for Federal Health Care
Delivery Issues, Health, Education and Human Services Division,
U.S. General Accounting Office.

Dr. Joyner, any written testimony that you may have will be
made a part of the record, and you may proceed to inform us in
anﬂwa%you see fit in the time you have available to you.

r. WAXMAN. If the gentlelady would hold off for 1 minute, I
would like to be recognized by the Chair.

Chairman THOMAS. The gentleman is recognized.

Mr. WAXMAN. I believe 1t is important for the American people
to see in advance what major changes in Medicare will be and—

Chairman THOMAS. The gentleman said that.

Mr. WAXMAN [continuing]. They ought to have more than 2
weeks’ notice, and there ought to be hearings on that plan.

Chairman THOMAS. The gentleman is repeating himself.

Mr., WAXMAN. I emphasize that point. Hopefuﬁ , through repeti-
tion, minds that are otherwise closed might listen to the message.

Thank you, Mr. Chairman.

Chairman THOMAS. I appreciate the gentleman for his advance-
ment of this hearing.

Dr. Joyner.

STATEMENT OF CARLOTTA C. JOYNER, ASSOCIATE DIRECTOR
FOR FEDERAL HEALTH CARE DELIVERY ISSUES, HEALTH,
EDUCATION, AND HUMAN SERVICES DIVISION, U.S. GEN-
ERAL ACCOUNTING OFFICE; ACCOMPANIED BY EDWARD
STROPKO, ASSISTANT DIRECTOR, AND PETER SCHMIDT,
SENIOR EVALUATOR

Ms. JOYNER. Thank you very much.

I would like first to introduce my two colleagues from GAO who
will also be available to answer any questions that you might have,
Edward Stropko and Peter Schmidt.

We are very pleased to be here with you today to discuss this im-
portant matter of quality health care for Medicare beneficiaries. As
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health care cost containment efforts have increased over the past
several years, so too has attention to ensuring the quality of that
care.

Corporate purchasers of health care want to correct any problems
that might result from actions they have taken, such as restricting
patients’ choice of providers or other actions in the realm of finan-
cial incentives that on the one hand might encourage limiting care
or, on the other hand, encourage overtreating. These purchasers
feel that by evaluating both cost and quality, they can select the
plan that provides the best value.

You asked us to discuss today what HCFA, the Health Care Fi-
nancing Administration, as a very major purchaser is doing and is
planning to do to ensure quality of care and make sure that Medi-
care providers meet, as you said, the very highest standards of
health care quality. You asked us also to describe what health care
experts believe the important features of a quality assurance sys-
tem should be.

To develop this information, we relied on our previous reports,
our interviews with HCFA officials, and over 30 structured inter-
views with health care experts, some of whom have testified before

our Committees in the past or will again in the future. We se-
ected experts that represent a wide range of perspectives on the
matter.

In summary, HCFA has three quality assurance programs. The
first of these assesses whether fee-for-service institutional provid-
ers meet Medicare conditions of participation. The second assesses
similar matters with respect to HMOs, and the third reviews care
actually provided in inpatient care settings and in ambulatory sur-
geﬁto both fee-for-service HMQO arrangements.

ese programs are carried out through a mixture of Federal and
State government and private sector initiatives. For example,
HCFA personnel conduct visits to HMOs. State agencies under con-
tract with HCFA conduct these visits within the fee-for-service sec-
tor, unless the provider has been accredited by a private organiza-
tion that HCFA will accept in lieu of its own visits. In addition, re-
views of care actually provided are also now done by the private
sector, by the peer review organizations comprised of local physi-
cians under contract with HCFA,

Although these programs represent reasonable approaches, we
have in the past reported serious problems with their implementa-
tion. I might note here also that, except in a recently initiated pilot
program, HCFA has no program to assess the care furnished by
physicians in their private offices.

The experts we interviewed agreed that the Federal Government,
as a purchaser of health care, must continue to play a role in eval-
uating the quality of care provided to Medicare beneficiaries. They
described some features of what they saw as an enhanced Federal
quality assurance approach: First, that it would in fact build on ex-
isting Federal, State, and private efforts; second, that it would en-
courage continuous quality improvement; third, that it would ob-
tain multiple kinds of information about providers, especially the
adequacy of their basic structures, performance measures, stressing
outcome measures and patient satisfaction; and, fourth, that it
would make this information available to others.
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They also talked about various roles Federal, State, and private
entities might take, but really had no consensus on precisely what
those would be.

1 want to point out that HCFA is beginning to enhance its qual-
ity assurance programs in several ways. These include an emphasis
on continuous quality improvement, on performance measures and
patient satisfaction, and strengthening its collaboration with the
private sector through such initiatives as the recently formed Foun-
dation for Accountability. These changes are ones that will take ad-
vantage of successful private sector approaches and are consistent
with the ideas that we heard from the experts.

The challenge facing HCFA is to make the specific decisions on
implementation and to avoid the kind of implementation problems
that we have observed in its past efforts.

This concludes my summary statement. I would be glad to an-
swer any questions you might have.

(The prepared statement and attachments follow:]
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STATEMENT OF CARLOTTA C. JOYNER
ASSOCIATE DIRECTOR FOR FEDERAL HEALTH CARE DELIVERY ISSUES
U.S. GENERAL ACCOUNTING OFFICE

Messrs. Chairmen and Members of the Subcommittees:

I am pleased to be here today to discuss quality health care
for Medicare beneficiaries. As health care cost containment
efforts have increased over the past several years, more attention
has been paid to ensuring the gquality of that care. Corporate
purchasers of health care particularly want to identify and correct
any problems that might result from restricting patients' choice of
providers or from giving providers financial incentives that
encourage them to withhold, delay, or limit needed care, or, on the
other hand, that encourage them to overtreat. By evaluating both
cost and quality, these purchasers believe they can select the plan
that provides the best value.

Because of your interest in this subject, you asked us to
discuss (1) what the Health Care Financing Administration (HCFA) is
doing and plans to do to ensure that Medicare providers furnish
quality care in both fee-for-service and managed care delivery
systems and (2) experts' views on essential quality assurance
components. Our discussion today reflects our past work and an
ongoing study for the Subcommittee on Health.! To develop this
information, we relied on our previous reports, interviews with
HCFA program officials, and over 30 structured interviews with
experts. We selected these experts to represent a wide range of
perspectives: health plans, health care researchers, federal and
state agencies, major purchasers of health care, and accrediting
agencies. (See app. I for a list of related products and app. II
for the experts we interviewed and their affiliations.)

In summary, HCFA has three quality assurance programs. These
programs (1) assess whether fee-for-service institutional providers
meet certain Medicare conditions of particlpation; (2) assess
whether HMOs meet similar requirements; and (3) review inpatient
care and ambulatory surgery furnished under fee-for-service
arrangements or by HMO providers. Although these programs
represent reasonable approaches, we have reported serious problems
with their implementation. Except in a recently initiated pilot
program, HCFA has no program that assesses care furnished to
Medicare beneficiaries by physicians in their private offices.

Those we interviewed agreed that the federal government, as a
purchaser of health care, must continue to play an important role
in evaluating the quality of care provided to Medicare
beneficiaries. They described an enhanced federal quality
assurance strategy as one that (1) builds on existing federal,
state, and private efforts; (2) encourages continuous guality
improvement; (3) obtains multiple kinds of information about
providers--adequacy of basic organizational structures, 'performance
measures, and patient satisfactlion--and (4) makes information about
providers available to beneficiaries and others in a manner that is
useful and understandable. The experts identified enhanced roles
that could be played by the federal or state governments and
private entities in collecting and evaluating this information, but
no consensus emerged on the most appropriate roles.

HCFA 13 beginning to enhance its quality assurance programs in
several ways. These changes include a greater emphasis on
continuous quality improvement, performance measurement, and
patlent satisfaction. Furthermore, HCFR is strengthening its
collaboration with the private sector. The changes HCFA is making
are ones that will take advantage of successful private sector
approaches and are consistent with the ideas expressed by the
experts we interviewed. But HCFA faces a challenge in implementing
these changea in ways that avoid the kind of implementation
problems that have occurred with its past efforts.

lWe plan to issue a report to the Subcommittee on Health later this
summer that will discuss quality assurance approaches in more
detail.
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BACKGROUND

Widespread professional interest in monitoring the quality of
health care services arose after World War II. Attention increased
with passage of federal Medicare legislation in 1965 and, in the
early 1970s, the Joint Commission on Accreditation of Healthcare
Organizations' mandate that hospitals implement an internal guality
assurance program to be accredited.

In 1985, the Department of Health and Human Services (HHS}
initiated a nationwide program to expand Medicare beneficiaries’
use of HMOs paid on a capitated basis.? At that time, federal
quality assurance programs were designed to identify HMOs where
providers may have withheld or denied treatment because of the
financial incentives that result from capitation. 1In addition, as
managed care options became more prevalent, states began to
regulate them, and health care purchasers, such as employers, began
to develop a greater interest in guality assurance as well.

Quality health care has been difficult for experts to define
and measure, but most agree that clinical quality would include

-- appropriateness--providers giving the right care at the right
time,

-- technical excellence--furnishing the care in the correct way,

-- accessibility--patients being able to obtain care when
needed, and

-- acceptability~-patients being satisfied with the care.

These attributes would be measured using indicators that
represent (1) structure of care--resources and organizational
arrangements in place to deliver care; (2) process of care--
physician and other provider activities carried out to deliver the
care; and (3) outcomes of care--the results of physician and
provider activities. Survey, certification, and accreditation
activities generally look at structure measures; performance
measurement systems focus on process and outcome measures.

Ensuring quality of care involves reaching consensus about
standards and developing reliable and valid structure, process, and
outcome measures. Then approaches must be developed to make it
more likely that health care will be furnished in ways that will
meet the standards. Approaches to ensuring quality have changed in
recent years. Under the more traditional guality assurance
approach, reviewers focus on a search for individual practitioners
or “bad apples® who do not meet minimal acceptable standards of
care. But this approach has shortcomings: it creates an
adversarial relationship between the reviewers and those being
reviewed, and it targets only those providing substandard care.
Little attention is paid to those who may be providing care that is
better than substandard but less than excellent. The alternative
approach, continuous guality improvement, strives to make
everyone's performance better, regardless of prior performance. At
the same time, this approach acknowledges the importance of taking
action, if necessary, against providers with consistently
unacceptable performance. Although most health care providers and
experts support this new approach, implementing such a dramatic
change will take time.

In the private sector, large corporate purchasers of health
care use a variety of tools to determine the health care providers
with which they will contract. As a baseline, they look for
individual providers who are licensed by the state or who are
certified by their respective organizations, if state licensure is

*capitation requires an individual provider or managed care plan to
furnish all necessary medical care in return for a predetermined
monthly payment for each beneficiary enrolled.
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organization. But these structural measures--licensure,
certification, and accreditation--have not proven to be fail-safe
mechanisms for ensuring quality. As a result, the private sector
has taken the lead in developing ways to compare providers using
measures of performance, including the results of care provided and
employees' satisfaction with their care.

HCFA'S CURRENT QUALITY ASSURANCE STRATEGIES

HCFA has three activities directed specifically toward
ensuring that clinical quality standards are met.’> The oldest of
these, the Medicare Provider Certification Program, has existed
since Medicare's inception in 1965. It targets fee-for-service
institutional providers of health care. A second certification
program, the Federal Qualification Program for HMOs, determines
whether HMOs meet similar preestablished standards. The third, the
Medicare Peer Review Organization (PRO) Program has existed in some
form since 1972. PROs review care furnished in hospitals and HMOs,
although they are not precluded from reviewing care provided in
other settings.

The Medicare Provider Certification Program

HCFA's fee-for-service provider certification program is
oriented toward institutional providers, such as hospitals, skilled
nursing facilities, and home health agencies. With respect to
individual providers, such as physicians, HCFA accepts a valid
state license as a sufficient basis for direct Medicare
refmbursement.

Medicare law requires that i1f institutlional providers of care
are to receive direct fee-for-service Medicare reimbursement, they
must meet certain physical and organizational conditions of
participation. A full-service community hospital, for example,
must meet 20 such conditions. These conditions relate to such
matters as the hospital's governing body, physical plant, clinical
and emergency services, nursing service, and food service. Each of
these conditions of participation has multiple standards, most of
which must be met if the institution is to comply with the
condition.

Conditions of participation identify minimal conditlons
thought necessary for quality to occur. They relate almost
exclusively to structural measures of quality. Furthermore,
surveyors checking for compliance only determine whether the
institution has established organizational policies and procedures
to meet the conditions of participation. Little attention is paid
to how well those policies and procedures are adhered tc or what
the results are.*

HCFA contracts with state agencies to perform certification
surveys for most types of institutional providers. These agencies
periodically (usually annually) send survey teams to the
institutlions to check compliance. If the team finds that the
institution is not in compliance with one or more standards, it
will ask for a corrective action plan. For hospitals, home health

’In testimony before the Ways and Means Subcommittee on Health
(Mar. 21, 1995), HCFA's Administrator also listed other quality
assurance and improvement activities: provisions for beneficiary
education; studies in state-of-the-art quality assessment;
elimination of fraud and abuse, which are detrimental to quality;
and use of clinical practice quidelines.

4Phe Joint Commission 1s developing a measurement system designed
to measure outcomes. Thls system 1s intended to be used in
conjunction with its current accreditation program.
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agencies, and clinical laboratories,® HCFA deems the accreditation
of designated private accrediting organizations to be adeguate
assurance that a provider meets its conditions of participation.®
In deciding whether to accept accreditation by a private third
party as a substitute for certification by a state agency under
contract with HCFA, HCFA looks at the accrediting agency's survey
procedures and compares its standards with HCFA's conditions of
participation. Those standards must be at least as stringent as
HCFA'Ss conditions.” (App. III shows the organizations whose
accreditation is deemed equivalent to certification by HCFA; it
also lists other organizations that accredit institutional health
care providers or units within providers.) State agencies do
validation surveys on a small proportion of those institutions
whose accreditation is accepted for Medicare certification
purposes.

For institutions surveyed directly by state agencies, HCFA
personnel perform validation surveys on a small proportion of the
institutions. HCFA personnel also survey state-owned institutional
providers and clinical labs that are not approved by a Medicare-
deslgnated accrediting body.®

If problems noted as a result of any of these reviews remain
uncorrected, or are of such severity as to seriously endanger
beneficiaries, the institution's certification to receive Medicare
reimbursements may be revoked. However, in our previous review of
this program, we found that HCFA's application of termination
procedures casts some doubt on its willingness to terminate any but
the worst hospitals from the Medicare program.®

The Medicare HMO Qualification Process

HMOs that wish to serve Medicare beneficiaries must have risk
or cost contracts with the Medicare program.'® To qualify for such
contracts, HMOs must meet both the requirements of title 13 of the
Public Health Service Act relating to federal qualification of HMOs
and the requirements of the Medicare statute. As with fee-for-
service providers approved under the Medicare Provider
Certification Program, these requirements are primarily structural.
They require, for example, that the HMO have an adequate governing
body, that it have utilization review and quality assurance
systems, and that it have an adequate grievance system.

SHCFA certifies clinical laboratories under the Clinical
Laboratories Improvement Act (CLIA), rather than under the Medicare
program.

SHCFA 1s considering extending deeming authority to private
organizations that accredit ambulatory surgical centers.

"Procedures HCFA examines include survey procedures, qualification
requirements for surveyors, surveyor training programs, procedures
for notifying the surveyed entities of survey results, and time
frames for conducting follow-up visits if deficiencies are found.

*HCFA exempts clinical laboratories in Washington State from
inspection because of state licensure requirements that are at
least as strict as those under CLIA. A HCFA official told us that
a regulation that will exempt labs in two other states--New York
and Oregon--is awaiting publication in the Federal Register.

*Health Care: Actions to Terminate Problem Hospitals From Medicare
Are Inadequate (GAO/HRD-91-54, Sept. 1991).

“pn HMO that has a risk contract with HCFA is paid a fixed amount
for each enrolled beneficiary based on the average Medicare costs
for all beneficiaries in the HMO's service area. An HMO that has a
cost contract is paid by HCFA a predetermined monthly amount per
beneficiary on the basis of a total estimated budget.
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HCFA personnel visit contracting HMOs at least once every 2
years to ensure that they are complying with title 13 and Medicare
requirements. If an HMO is not in compliance, HCFA may terminate
its contract or, in specific circumstances, require it to suspend
enrollment. At this time, HCFA does not accept accreditation from
any agency as evidence that an HMO meets federal standards.

We have been critical of HCFA for failing to aggressively
enforce its quality assurance standards in this process. We have
reported on these matters in the past and testified before the
Subcommittee on Health, Committee on Ways and Means, earlier this
year.' In the last 10 years, for example, HCFA has repeatedly
found quality assurance problems in certain Florida HMOs. The most
recent quality violations included incorrect diagnoses, treatments
delayed or withheld, and test results not acted on. One of the
HMOs continued to enroll over 100,000 Medicare beneficiaries during
a period of noncompliance without any HCFA intervention.

The Medicare Peer Review Organization Program

The PRO program has focused mainly on ensuring that Medicare
beneficiaries recsived good quality of care in fee-for-service
inpatient hospital and ambulatory surgical settings.'? The
program's primary methodology has been to review individual medical
records, with a focus on process, to make a determination about the
quality of care furnished a beneficiary. In addition, there has
been a secondary focus on outcomes through focused case review of
adverse events such as deaths and hospital readmissions within 15
days of a discharge.

Beginning in 1987, the Congress mandated that the PRO review
be expanded to include the quality of care provided by Medicare
risk HMOs. In conducting HMO reviews, PROs evaluate the medical
records of both ambulatory and inpatient care for a sample of
beneficlaries. In a previous report, we made several
recommendations to HCFA regarding ways to strengthen the PRO review
of risk HMOs.! For example, we urged HCFA to incorporate the
results of PRO efforts into HCFA's compliance monitoring process.

Although PROs have the authority to review fee-for-service
ambulatory care, HCFA has been reluctant to venture into this area.
At present, except for ambulatory surgical procedures, the only
fee-for-service ambulatory review performed is a pilot project
recently begun in three states. 1In this project PROs and 100
volunteer physicians in each state are cooperating to improve the
quality of care provided to diabetics.

Concurrently, PROs in five other states are working
cooperatively with 23 HMOs on a similar project. Both the fee-for-
service and HMO initiatives will be based on collecting information
from medical records about 22 specific performance measures such as
the results of important laboratory tests.

HCFA PLANS FOR THE FUTURE

HCFA officials discussed with us several initlatives intended
to improve HCFA's quality assurance approach. The initiatives are
similar to the kinds of changes occurring in the private sector and
in some cases include a closer collaboration with the private

!'Medicare: Opportunjities Are Available to Apply Managed Care
Strateqies (GAO/T-HEHS-95-81, Feb. 10, 1995).

2Before the 1984 implementation of Medicare Prospective Payment for
Hospitals, federal oversight concentrated on utilization of
hospital services rather than the quality of those services.

"Mgdicare: PRO Review Does Not Ensure Quality of Care Jrovided by
Risk HMOS (GAO/HRD-91-48, Mar. 13, 1991).
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sector. HCFA's initiatives include increasing the emphasis on
continuous quality improvement, developing performance measures,
and implementing a more in-depth survey of beneficiaries’
satisfaction with HMOs.

HCFA is presently reengineering the entire PRO program to
incorporate continuous quality improvement concepts. It found that
the old model of review, which focused on individual aberrant
cases, was confrontational, unpopular with the physician community,
and of uncertain effectiveness. It is restructuring the PRO
program to emphasize cooperative projects with providers designed
to improve the overall quality of care beneficiaries receive.

These projects, which have existed to a limited extent, will
increasingly become the main focus of the program over the next 2
years.

HCFA recently announced it was joining a group of large
corporate purchasers of health care to form a new organization
called the Foundation for Accountability, or FAcct. Among the many
goals of this organization are compiling and reviewing the most
promising performance measures available on health outcomes and
health plan performance. Because this group represents over 80
miliion insured persons, HCFA and the other FAcct members believe
that health plans will adopt their measures and supply the results
to them, other purchasers, and individual consumers. According to
a HCFA program official, joining in these efforts will help to
eliminate duplication of quality assurance efforts and increase the
likelihood that managed care organizations will meet purchasers’
needs.

Currently, HCFA's Office of the Actuary annually surveys some
12,000 beneficiaries, treated predominantly under fee-for-service
arrangements, about their health status, access to care, and
satisfaction with the care they receive. To get detalled patient
satisfaction data on beneficliaries enrolled in managed care plans,
HCFA's Office of Managed Care is considering an additional separate
survey.

COMPONENTS OF AN ENHANCED
QUALITY ASSURANCE APPROACH

Many of the experts we interviewed believed that the federal
government should continue to play a role in ensuring that
Medicare beneficlaries receive quality care regardless of whether
that care is provided in an HMO, preferred provider organization
(PPO), or fee-for-service setting.’* They cited the need for
information such as (1) performance measures, (2) patient
satisfaction surveys, and (3) assurance that basic structural
standards have been met. Because each type of information has
strengths and weaknesses, the experts recogmnize that nc one
technique can be relied upon as the sole determinant of whether an
organization provides quality care. But they believed that all
programs should foster continuous guality improvement efforts of
providers. Furthermore, the experts believed that the strategies
should build on existing federal, state, and private efforts.

Information to Measure Quality

Many experts said that perforsance measures, particularly
those that reflect the outcomes of care, should be used to evaluate
quality of care. Furthermore, attention must be given to
collecting information about chronic conditions and other unique
needs of the Medicare population. When information is gathered, it
should be shared with beneficiaries to assist them in their health
care purchasing decisions. Experts believed that performance

Hour interviews were structured so that we covered the same
questions with each person, but because we used primarily open-
ended questions some issues were not discussed by each expert.
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measurement information could be collected by health plans or
providers from their administrative databases or by sampling
medical records. However, those we interviewed stressed that PROs
or another independent third party would need to verify the
accuracy of the data.

The importance of having standardized measures was also
frequently cited. Some experts suggested that a national board,
composed of public and private health care professionals
representing regulators, providers, and purchasers, could be
convened to establish a set of uniform measures. However, all
agreed that, regardless of who performs the task, any effort to
develop performance measures must be a collaborative one with "buy-
in" from the provider community.

Most experts also recommended that patient satisfaction
surveys be used to evaluate health care quality. Measuring
patients' perceptions may include asking them about their
satisfaction with the care furnished, their health status, and
efforts they make to enhance their health. One expert said that
patient survey results can be used to provide information to the
consumer or purchaser, to guide a provider in its quality
improvement efforts, and to make external comparisons between
providers.

As with performance measures, experts stated that consumers
like patient satisfaction information. Furthermore, patient
satisfaction surveys are already commonly used by health plans and
providers. But these surveys also have limitations. They may not
produce reliable and valid data, and survey questions and sampling
techniques have not been standardized. Other limitations include
(1) the difficulty of reaching minorities and others with special
needs, (2) the high cost of telephone surveys, and (3) the relative
ease of introducing bias into the questionnaire.

Many of the experts said that health care organizations should
continue to meet basic structural requirements for participation in
the Medicare program. These requirements could be confirmed
through a certification or accreditation process. When asked who
ghould make the certification ox accreditation visits, experts’
opinions were evenly divided among HCFA, states, or another third
party. Currently, HMOs and PPOs can seek voluntary accreditation
from a third-party accrediting organization, such as the National
Committee on Quality Assurance (NCQA) or the Joint Commission. One
expert suggested that managed care organizations be given
incentives to seek accreditation. For example, an accredited
organization might be exempt from a HCFA site visit or perhaps be
required to report a lesser amount of performance measurement data.

Some of the experts we interviewed raised questions about the
basic concept of voluntary accreditation by a private third party.
For example, one expert noted the inherent conflict of interest
when an accrediting organization’s revenues come from those they
are accrediting, as is usually the case. Another noted that it is
rare for a plan seeking accreditation not to recelve it. However,
this individual acknowledged that because accreditation is
voluntary, only those who believe they will pass an accreditation
survey will seek it. Another expert pointed out that it takes time
to develop the systems necessary to be accredited by some
organizations. New plans might not have those systems developed
initially.

Continuous Quality Improvement

Experts consistently stated that a commitment to continuous
quality improvement must be made by regulators, providers, and
plans regardless of the quality assurance system implemented. Many
managed care organizations implement their own internal quality
assurance programs to help evaluate the care they are providing and
to identify and correct any problems. Experts also recognized the



21

value and importance of external oversight programs that are
designed to ensure that providers are continually assessing and
::meroving their delivery of care. Such oversight programs are an
important tool to identify previously undetected problems, to
provide management with constructive feedback, and to aasist the
providers and plans in improving their overall delivery of health
services.

Build ‘o . :

Federal and state governments and the private sector have
already undertaken a number of initiatives to obtain data about the
quality of care. Building upon these efforts was viewed as
desirable and beneficial. As discussed earlier, HCFA presently
requires HMOs that participate in the Medicare program to have
processes in place to identify and resolve quality assurance
problems, and some state legislatures have imposed quality
standards on HMOs operating in their states. Additionally, the
National Association of Insurance Commissioners is discussing the
feasibility of developing a model uniform licensing act for all
types of health insurers which will include requirements for
quality assurance. In the private sector, NCQA and others have
developed performance measures. Furthermore, NCQA, the Joint
Commission, and others have established quality standards that must
be met by any HMOs or PPOs that seek accreditation. And now many
employers are requiring managed care plans to gain accreditation
before contracting with them for health care sexvices.

CONCLUDING OBSERVATIONS

The federal government, as a prudent purchaser, continues to
play an important role in ensuring that Medicare providers meet the
highest standards of guality in health care. HCFA has quality
assurance programs with that goal, although we have identified
problems in their implementation. The enhancements HCFA is making
to its quality assurance approach are consistent with the direction
in which the private sector is moving and with the consensus of the
health care experts we interviewed. The challenge facing HCFA is
to make the specific decisions about how these changes will be
implemented, confirm that they are effectively implemented, and
resolve the relative roles of federal and state governments and the
private sector.

Messrs. Chairmen, this concludes my formal remarks. I will be
happy to answer any questions from you and other members of the
Subcommittees.

For more information on this testimony, please call Sandra K.
Isaacson, Assistant Director, at (202) 512-7174. Other major
contributors included James A. Carlan, Jean Chase, Debra J. Carr,
Nancy Donovan, Peter E. Schmidt, and Darrell Rasmussen.
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APPENDIX III

ACCREDITING ORGANIZATIONS

Table I.l: Organizations Whose Accreditation HCFA Deems to Be

Adequate Assurance That Providers Meet HCFA Conditions of

Participation

Type of provider

Accrediting organization

Hospitals

Joint Commission on Accreditation of
Healthcare Organizations
American Osteopathic Association

Home health agencies

Joint Commission on Accreditation of
Healthcare Organizations
Community Health Accreditation Program

Laboratories under the
Clinical Laboratories
Improvement Act

Joint Commission on Accreditation of
Healthcare Organizations

College of American Pathologlists

American Society for Histocompatability
and Immunogenetics

American Assoclatlion of Blood Banks
(pending)

American Osteopathic Association
(pending)

Ambulatory surgical
centers

Status awaiting final publication and
approval of Federal Register notice




Table I.2:

Organizations That Accredit Institutional Health Care

Providcers or Units Within Providers

Accrediting organization

Type of provider accredited

Association

Joint Commission on Hospitals, skilled nursing

Accreditation of Healthcare facilities, home health

Organizations agencies, health networks, and
others

American Osteopathic Hospitals, laboratories

National Committee on Quality
Assurance

Managed care plans

Commission on Accreditation of
Rehabilitation Facilities

Rehabilitation facilities

Commission on Office Laboratory
Accreditation

Physician office laboratories

College of American
Pathologists

Laboratories

American Asscociation of
Ambulatory Health Care

Ambulatory health centers,
ambulatory surgical centers

American Society of
Histocompatibility and
Immunology

Laboratories performing tissue-
typing and related tests

American College of Surgeons

Trauma systems

American Speech and Hearing
Association

Speech and hearing programs

Commission on Accreditation of
Free Standing Birthing Centers

Free standing birthing centers

National Commission on
Correctional Health Care

Health units in correctional
facilitlies

American Association of Blood
Banks

Laboratories

Utilization Review
Accreditation Commission

Free standing utilization
review programs and utilization
review programs in HMOs and
PPQs

American College of Radiology

Diagnostic and therapeutic
radiology units in all settings

Community Health Accreditation
Program

Home health agencies

American Accreditation Program,
Inc.

PPOs
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Chairman THOMAS. Thank you very much, Dr. Joyner.

Does the gentleman from Florida wish to inquire?

Chairman BILIRAKIS. I would, Mr. Chairman.

Dr. Joyner, this is one of those times when we wish that the wit-
ness had more than 5 minutes. Should HCFA in your opinion ac-
cept accreditation by private organizations such as NCQA, the Na-
tional Committee on Quality Assurance, as sufficient?

Ms. JOYNER. You are saying to do with the HMOs what it now
does, for example, with hospitals and home health care and other
entities in that respect?

Chairman BILIRAKIS. Yes, and considering it is a private organi-
zation. In your opinion, do you think that tiey should accept their
accreditation or is their opinion sufficient?

Ms. JOYNER. What we have done in the past, as you may know,
is we have looked at HCFA’s process in deciding whether in the
case of individual institutions it would accept Joint Commission ac-
creditation or other accrediting organizations’ decisions. I think our
view would be that such a decision would be more of a policy mat-
ter rather than one for GAO to decide. If they choose to do that,
we would be glad to do whatever kind of oversight on your behalf
that might be useful to see that HCFA follows the procedures they
set out for making that determination.

Chairman BILIRAKIS. But you would not hazard an opinion in
that regard?

Ms. JOYNER. I think our view would be that that decision—these
are difficult and complex decisions as to what actions should be
done directly by the Federal Government, by the private sector, by
the States—that those decisions are more policy matters to be de-
cided by the administration and by Congress.

Chairman BILIRAKIS. In your opinion, do you think that their
quality standards, meaning the NCQA’s quality standards, are
higher than those utilized by HCFA? Would you have an opinion
in that regard?

Ms. JOYNER. We have not done a direct comparison of that. I
know that some groups have. I think some of the people that we
interviewed felt that the NCQA standards were higher than the
standards being used by HCFA. That is something that I could not
speak to directly.

I know that i,ICFA commissioned a study that was just released
this last spring that provided a crosswalk amongst various sets of
standards, both in NCQA, I believe, and some Joint Commission
standards and its own standards and several States, and I think
that kind of analysis is the one that certainly would help provide
an informed basis for making a judgment like that.

Chairman BILIRAKIS. We depend upon GAQ so very much. Do
you have any view of the quality of care that Medicare beneficiaries
in the traditional fee-for-service have received, are receiving, ver-
sus those enrolled in managed care HMOs and other managed care
type plans?

Ms. JOYNER. I do not believe GAO itself has done that kind of
direct analysis. What we have looked at is how well HCFA has car-
ried out its responsibilities in setting standards and in enforcing
them, and we have identified problems primarily with their taking
action where they have found problems.
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We have identified problems both in fee-for-service and HMOs.
HCFA did not take action against a hospital, regardless of the ex-
tent to which it was not meeting HCFA standards. We have cer-
tainly identified problems with HMOs also where problems exist
for a long time after HCFA finds that the HMO is not up to the
standards. We certainly would not be in a position to say in general
whether people get better or worse care in fee-for-service or man-
aged care,

Chairman BILIRAKIS. How well has HCFA been doing their job,
in your opinion, if you have one, regarding services provided by
physicians in their offices?

lzls. JOYNER. As I said, HCFA has relied primarily on other ways
to ensure that physicians are monitored. First, HCFA relies on
State licensing activities. Also, when a physician sends a patient to
a hospital, then that care gets monitored through the oversight of
the hospital. HCFA’s activity has been of that nature, rather than
direct oversight of physicians in their own offices.

Chairman BILIRAKIS. To sort of finish up, in general, am I to as-
sume from your remarks that you have not really analyzed the
overall HCFA review mechanisms and analyzed the NCQA’s qual-
ity standards on a routine type basis? What have you done when
problems have taken place?

Ms. JOYNER. Are you asking what has GAO done?

Chairman BILIRAKIS. Yes.

Ms. JOYNER. We have not done this kind of analysis of the stand-
ards. What we have done, as you know primarily as requested by
the Congress, rather than at our own initiative, we have looked at
how well HCFA is carrying out its responsibilities. That is where
we came up with our observations that I made about the problems
that we have identified and made recommendations about in the
past on implementation and taking action against providers.

Chairman BILIRAKIS, My time is expired. Thank you, Dr. Joyner.

Thank you, Mr. Chairman.

Chairman THOMAS. Thank you very much.

The Chair wishes to acknowledge the arrival of the Ranking
Member of the full Committee on gommerce, the gentleman from
Michigan, Mr. Dingell.

Does the gentleman from California, Mr. Stark, wish to inquire?

Mr. STARK. Dr. Joyner, thank you. I am concerned about a prop-
er balance between State and Federal issues and I guess a proper
balance between the regulators and the legislators. I just want to
suggest a problem in our own State of California.

In California, for example, HMOs are regulated by the Depart-
ment of Corporations. Traditional insurance is regulated by the De-
partment of Insurance, which I might point out 1n California these
people can be of two different or conflicting political parties because
of the structure of our elective process. The Department of Health
has the responsibility for general quality of care. So you have three
independent and differently directed agencies, each of which has
some regulatory authority over a variety of health plans. I am sure
the same exists in other States, but I am not that familiar with
them.

Would it not be far preferable to have a standard—I do not sup-
pose it makes a lot ofp difference which department regulates—so
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that we know and patients and beneficiaries know that there will
be a regulatory authority to whom they can complain or inquire?
Would this seem to you from the results of your study to be a desir-
able feature that we ought to have for any managed care under
Medicare?

Ms. JOYNER. I certainly would not want to presume to tell the
State of California how to organize its governmental entities. But
we did hear from the people that we interviewed a concern about
multiple standards. W}})}at I pointed out is that, at least with re-
spect to Medicare, there are the Medicare conditions of participa-
tion established by HCFA which are uniform throughout the coun-
try.

So if we wanted to stay within the realm of the Federal sector,
some of the experts we interview saw one Federal role as setting
uniform standards, even though it could, should, and would by ne-
cessity through the public rulemaking process involve participation
of a variety of people. That was sometimes described to us as a
Federal role, ratY\er than leaving standard setting up to each State.
You were speaking to within the State, but what we heard more
was across States.

Mr. STARK. I am just saying that with a variety of managed care
plans which are not really defined now, you could have a variety
of regulators in each State administering them, and it would seem
to me that is somewhat confusing, if not downright inefficient. I am
just suggesting that States certainly could choose whom they want
to be the regulator. But it would seem to me that if we have Medi-
care plans and we have a set of standards, that it would be simpler
to have them regulated similarly in each State.

I want to raise another issue. I will refer some of the witnesses
to some correspondence from Secure Horizons by Pacific Care, a
for-profit IPA/HMO in California, some of their marketing mate-
rial, and a letter that they addressed to the Health Insurance
Counseling Advocacy Program.

For the purpose of the question here, one of their statements is
that, in accordance with California health and safety code section
1370, the results of their quality assurance reviews are kept con-
fidential.

Now, I have heard a lot about suggesting that beneficiaries ought
to be able to choose based on quahty. If you are going to keep the
reviews confidential, it is a little puzzling to me how the bene-
ficiaries are going to find out who has quality care and who does
not. What is the Federal position? Do our rules conflict with that,
or are there any standards now for making available quality re-
views to potential beneficiaries, and should there be?

Ms. JOYNER. One of the things that I referred to when testifying
about the direction that HCFA is going with the enhancing of their
quality assurance procedures gets to the issue of providing informa-
tion to beneficiaries so that they can choose among the plans. This
is something that HCFA has expressed a commitment to, getting
information out to beneficiaries and identifying valid, re]iab%e per-
formance measures that would be then comparable across various
plans and to make that information available.

Mr. STARK. You cannot do that if the State law requires they be
kept confidential, can you?



31

Ms. JOYNER. I believe that the information they collect through
these performance measures could and would be public, and they
are working with the private sector in doing that.

Chairman THOMAS. The gentleman’s time has expired.

Mr. STARK. Thank you.

Chairman THoMAS. The gentleman from Illinois.

Mr. HASTERT. I thank the Chairman.

I certainly welcome this opportunity to have you before us today.

One of the things that I want to pursue a little bit, you have
looked at your review of HCFA at how they set up the standards
and how it relates. One of the focuses here in the questioning is
that we need to have uniform standards across the country. Is it
not apparent that in different areas in different States and dif-
ferent types of populations that sometimes standards need to be a
little bit flexible? Have you found that in your inquiry?

Ms. JOYNER. At this point, one of the ways that HCFA does take
into consideration to some extent the local difference is in their
peer review program. PROs are comprised of local physicians who
are doing the review of the records. Furthermore, PROs are setting
up cooperative projects where the data suggests that there is a
problem with the kinds of practice that is occurring in a certain
area.

We know that there is wide variation nationwide in the fre-
quency of certain medical procedures, such as hysterectomies or the
kind of treatment that occurs after heart attack. Some people see
this as a quality problem rather than a likely response to actual
differing in what treatment works best. So I think that is one way
that they are both reflecting the local situation and wanting to find
the best practice and trying to make that more commonly used,
rather than continuing the same questionable practice.

Mr. HASTERT. The focus should not be uniformity, but what
works best.

Ms. JOYNER. What works best, exactly.

M)r. HASTERT. So that is really kind of a pragmatic view, is it
not!

Ms. JOYNER. In terms of individual medical practices, one would
assume that what works best would be fairly standard. Individuals
are the same around the country.

Mr. HASTERT. Let us look to the future here a little bit. I know
that it is hard to do that if you are working in dealing with testi-
mony from the past. In your view of what you have discussed with
HCFA, there will be new plans in the future. One of the questions
that we have to look at, especially if we want standards, i1s should
those plans have different quality standards of any kind from those
that we have had in the past? I mean if we are going to do business
in a different way, possibly should those quality standards be flexi-
ble enough so that we can do business in a different way?

Ms. JOYNER. One thing that we heard clearly from the experts
that we interviewed, when we asked about the central features of
a quality assurance approach and strategy, specifically whether
they thought the way the government would go about assuring
quality would differ depending on whether it is fee-for-service or
different kinds of managed care plans, they uniformly said they did
not see why that would differ.
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What would differ would be, for example, the kinds of data that
might be readily available. A more highly structured managed care
plan might be more readily able to provide certain information
than, say, a PPO or another type of plan. Fee-for-service has cer-
tain kinds of information, the actua! encounter data available that
others do not, but not in the overall goal or approach. That would
be different.

Mr. HASTERT. I do not want to frame your answer, but basically
there needs to be enough flexibility in there that you can measure,
and the future may have to depend a little bit on market and what
people drive to and what they want and what is out there for peo-
ple to go to. Those standards probably need to be in place, but yet
with some flexibility, is that not correct?

Ms. JOYNER. The overall standards they felt could be the same.
You would have to have some flexibility in applying them, in that
you could not expect an entity that had never had a need to collect
certain kinds of data to suddenly have it overnight.

Mr. HASTERT. And that information should be available so people
can make intelligent choices?

Ms. JOYNER. That information about measures of quality should
definitely be available, because people need that in order to make
an informed choice.

Mr. HASTERT. Thank you very much. I yield back the time.

Chairman THOMAS. I thank the gentleman,

The gentleman from California, Mr. Waxman.

Mr. WaxMAN. Thank you, Mr. Chairman.

I want to put this issue in perspective. I authored with others
the provision in the Medicare Program that would give Medicare
beneficiaries an option, if they chose to, to sign up in an HMO. I
think Medicare beneficiaries ought to have more choices, but it
ought to be their choice.

I know from my own experience, as well, what can happen if we
simply say to people that they go out and sign up in a capitated
plan, because some of those plans can be scams. People can be
taken advantage of. So we have at the Federal and State levels
standards that are required of these plans, to be sure that people
are not abused. Some of the standards are to be sure people are
not abused, and some of the standards are to give people informa-
tion so they can shop effectively as best they can. After all, it is
not that easy a decision.

We are looking at the biggest change in Medicare in 30 years,
a dramatic change in health care policy, when we talk about taking
$270 billion out of the program. From what I hear from the Repub-
licans, they want to have a lot more plans available. In fact, they
would like people to only belong, if they had their choice, in
capitated plans, because then you could seal off the amount of
money you spend.

Right now, only 1 percent of the Medicare population has signed
up voluntarily in HMOs. That has been their choice. Do you think
there is any way possible to maintain the level of quality assurance
that we see today for that small number of beneficiaries who are
enrolled in managed care plans, if we take this kind of money out
of Medicare, even that part of the population that is in HMOs?
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I know that is a tough question, but it really is the kind of ques-
tion we are going to have to ask and have answered, in my view,
before we start changing the Medicare process. I know it is a dif-
ficult question and that is why the Chairman is so prickly about
the fact they do not have their plan to accomplish this result. But
can we take $270 billion out and still have quality assurance and
standards met?

Ms. JOYNER. I really would not have a basis to answer that ques-
tion. I do not know what would be changed. I do not know what
would be different about the program. Even if I did, I am not sure
I could really predict what impact that would have on the quality.

Mr. WaXMaAN. Well, you can predict on past experience with 9
percent of the Medicare population signing up in these plans. If we
end up with 80 percent suddenly signed up in plans that may or
may not exist at the moment and move that rapidly, it is going to
be a dramatic change.

You emphasize that one essential component of quality assurance
strategy is continuous quality improvement. How can health plans
be continuously improved if they are limited to increasing spending
on enrollees by no more than 5 percent annually?

Ms. JOYNER. Well, the concept of continuous quality improve-
ment would say that the real focus is on finding out what you are
doing, how weﬁ it is working, and using that information to feed
back into your system and try to improve it.

So, instead of just focusing on finding the pieces of your plan
that are not working well or the individual providers who are part
of your plan who are not following good practices, you would want
to look at the patterns of care over the entire plan and try to move
everyone to a better level of performance.

It takes some money to do that, to gather information that people
may not have had in the past, the data to look at the patterns of
care and to set up the process—

Mr. WAXMAN. But the fact is the plans are going to get less
money. The plans are going to get less money to do all the things
they are supposed to do, including not just making the assess-
ments, but actually providing the care. Are they going to be able
to continually improve under those circamstances?

Ms. JOYNER. They would have to make their own decisions about
how to live within a reduced budget. I really could not speak to
what impact that would have on continuous quality improvement
vis-a-vis continuing to have the same amount of money.

Mr. WAXMAN, ’Iﬁley will make their decisions, but we have to
monitor it, and right now we have a Federal monitoring. But you
think HCFA is doing a better job and we need to have State mon-
itoring, but that is all spotty from State to State. Do you think we
ought to have defined roles for the Federal and State governments
in this regard?

Ms. JOYNER. I am sorry, I did not hear your last question.

Mr WaxMAN. You think we ought to have defined roles as to
what will be monitored by the States and what will be monitored
by the Federal Government? .

Ms. JOYNER. As it is now, there are differing roles and different
activities being carried out. HCFA has made certain decisions, and
the Congress in its oversight effort has looked at those and given
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them advice when they felt they were making the wrong decision.
But we would not have a basis for saying exactly what activities
should be carried out by the Federal Government, the State, or the
private sector. That is a policy matter for them and Congress to de-
termine.

Chairman THOMAS. The gentleman’s time has expired.

Does the gentleman from Louisiana wish to inquire?

Mr. McCRERY. Yes, Mr. Chairman. Thank you.

Dr. Joyner, I want to congratulate you on your responses to the
questions from the most recent questioner from California. You will
notice he started out asking whether quality can be assured with
only a 5-percent increase, and then he slyly changed to asking
whether quality can be assured if they get a decreaseg budget—try-
ing to imply that there are going to be cuts in the Medicare Pro-
gram. Of course, that is not the case under any scenario. We fully
intend to increase spending on Medicare every year. There will be
an increase for these plans that enroll Medicare beneficiaries. So
I congratulate you for not slipping into that dialog.

In your testimony, you mention that the NAIC, the insurance
commissioners, is studying the feasibility of developing a model
uniform licensing act. Can you elaborate on their efforts? For ex-
ample, what areas are they reviewing, where are they in the proc-
ess, and are they looking at all types of delivery vehicles?

Ms. JOYNER. Well, they have had several groups over some time
working on these issues. When we last spoke with them, they told
us that they are drafting 8 model standards. These are in the areas
of provider credentialling, utilization management, quality assur-
ance, and grievance procedures. These four they think they will
have ready%-)'; the end of this calendar year.

The remaining four are on provider contracting, data reporting,
accessibility, ang confidentiality, although they may combine some
of these. They have had various drafts of these standards and are
getting comments on them. They are expecting that by the end of
the year they will have approved model standards in four of those
areas, and t{len it will be up to the State to decide the extent to
which, as it is with the other NAIC guidelines, they would then
take legislative action to adopt them within their States.

Mr. McCRERy. Is the NAIC looking at developing a model stand-
ard for all forms of insurance and gelivery vehicles in the health
care system?

Ms. JOYNER. They are seeing these standards as being ones that
would apply across the board, in fee-for-service and in all types of
managed care. That apparently has been a difficult discussion that
they have had, as to whether certain managed care arrangements
could adequately be addressed in the same guideline, the same
standard, and at this point they feel that it can be.

Mr. McCRERY. Thank you, Dr. Joyner.

Thank you, Mr. Chairman.

Chairman THoMas. The gentleman from Michigan, the Ranking
Member of the full Commerce Committee, an ex-officio Member of
the Subcommittee, does he wish to inquire?

Mr. DINGELL. Thank you, Mr. Chairman. I appreciate your cour-
tesy.



35

I have a particular concern and that is if we cut Medicare by
$270 billion as has been suggested by my colleagues on the Repub-
lican side, does that mean that there w1ﬂybe any room for the tradi-
tional freedom of choice plan, or will it all move toward an HMO-
type plan for the care of senior citizens receiving benefits under the
Medicare Program?

Ms. JOYNER. I would not have any basis to know how that would
be done.

Mr. DINGELL. You would not know the answer to that question?

Ms. JOYNER. Excuse me?

Mr. DINGELL. You would not know the answer to that question?

Ms. JOYNER. That is correct. I would not be able to predict how
HCFA would decide to allocate the resources, whatever resources
it has available for beneficiaries.

Mr. DINGELL. That is a significant cut, is it not, in Medicare ben-
efits?

Ms. JOYNER. I really would not know what adjective to put on it.
I think that is more a matter of personal judgment.

Mr. DINGELL. Maybe I ought to put it a different way. Would you
call it an insignificant cut in Medicare benefits?

Ms. JOYNER. 1 would rather not put any adjective on it at all, sir.

Mr. DINGELL. $270 billion is a lot of money.

Ms. JOYNER. That is a lot of money, yes, sir,

Mr. DINGELL. It would pay for a lot of health care benefits?

Ms. JOYNER. Excuse me, I did not hear the question.

Mr. DINGELL. It would pay for a lot of health care benefits?

Ms. JOYNER. Yes, sir, it would.

Mr. DINGELL. If we took $270 billion out of Medicare, what would
that leave us in the way of health care benefits?

. Ms. JOYNER. I am not sure exactly what the dollar figure would
e.

Mr. DINGELL. A lot less health care benefits?

Ms. JOYNER. It would be less, yes, sir.

Mr. DINGELL. Now, would we assume that this would lead us to-
ward a system of HMOs for Medicare recipients?

N{is.?JOYNER. You are saying would that be sufficient to meet the
needs?

Mr. DINGELL. Yes. In other words, if you take $270 billion out,
is that going to put pressure on Medicare to go to HMOs?

Ms. JOYNER. I really would not have a basis for answering that.

Mr. DINGELL. I would be able to assume that it would put pres-
sure on, and certainly that it would not remove pressure to go to
HMOs. Is that not right? Because it is going to require cuts in ex-
penditures, is that not right?

Ms. JOYNER. I really would not have a basis for knowing what
that would do with respect to more or less managed care.

Mr. DINGELL. Who aside from my Republican colleagues would
be able to give me an answer to these questions?

Ms. JOYNER. Excuse me?

Mr. DINGELL. Who aside from my good friends and Republican
colleagues would be able to give me answers to these questions?

Ms. JOYNER. You might talk with the people at HCFA on how
they would respond to varying levels of resources.
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Mr. DINGELL. I think I will have to be doing that. Cne of the
things that sort of tweaked my concerns with being a member of
the bar, I got, as did a number of Members around here, letters
from the D.C. Bar Association, the Membership Benefits Commit-
tee of the District of Columbia Bar, and it involved two things. One
was a letter which you see over there, and the other was a pam-
phlet of which we have reproduced the first copies. Basically, what
it says is that managed care—well, first of all, it says that mem-
bers of the D.C. Bar should contact the bar, and they said this:

In the rush to cut costs, some health care plans have been steadily restricted to
the amonnt of care your family can receive. In fact, it has gotten to the point where
some plans refuse to cover certain procedures, even if your doctor deems them nec-

essary. Unfortunately, that could never happen under a major medical plan like
ours.

They go on and they talk about being essentially forced into HMOs.
In the brochure that they have put around, they said, “Settle for
a managed care plan and you would find yourself on some pretty
thin ice.” They go on and say, “Watered down medical protection
could put your family at risk.” These are a pretty smart bunch of
people in the D.C. Bar Association, are they not, good lawyers, a
lot of lobbyists interested in things like government and govern-
ment programs, including Medicare.

I wonder if we ought not listen to them on their point with re-
gard to watering down plans. I wonder if maybe the plans that are
coming forward from my Republican colleagues are not going to
water down Medicare so that it is going to put, as the D.C. Bar As-
sociation says, families at risk, or it could put people on thin ice.
I guess maybe I will have to ask HCFA, should I not?

Ms. JOYNER. Yes.

“Mr. DINGELL. Thank you, Mr. Chairman. You have been very cu-
rious.

Chairman THOMAS. 1 thank the gentleman.

Does the gentleman from Texas wish to inquire?

Mr. BARTON. I thank the distinguished Subcommittee Chairman.
It is a pleasure to be in this hearing room of the Ways and Means
Committee as a Member of the Energy and Commerce Committee.
I have never been in a hearing room that had gilded chandeliers
and Greek or Roman columns and gilded water pitchers with their
names on it. We do not have that over in our Committee, and I am
impressed. We do, however, have Members that are just as inter-
ested in finding some solutions to the Medicare prob{em which, if
we do not do anything, everyone acknowledges that Medicare is
going to go bankrupt.

Today’s hearing is focused on quality assurance. In reading the
testimony of our first witness, I am a little concerned about what
HCFA is and is not doing in that area. In your written testimony,
you say: )

Surveyors are checking for compliance only to determine ‘whether the institution
has established organizational policies and procedures to meet.the conditions of par-

ticipation. Little attention is paid to how well those policies and procedures are ad-
hered to or to what the results are.

Then it says: “HCFA’s application of termination procedures”—and
this is with respect to hospitals—*casts some doubt on its willing-
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ness to t,grminate any but the worst hospitals from the Medicare
Program.

y first question is do you think that HCFA needs to do more
in the enforcement area or in the investigative area about insisting
that the quality plans that are in place are actually carried out,
and if they are not, that those hospitals and other organizations
that HCFA surveys for quality are decertified?

Ms. JOYNER. Aisolutely. GAO has spoken to that issue for sev-
eral years now and our message is still the same. We feel that
where a provider is not providing quality care and it is not meeting
Medicare requirements, then action should be taken against such
a provider.

Mr. BARTON. Do you think that the senior leadership in HCFA
has gotten that message? Do you think they realize that as we look
at the problem of waste, fraud, and abuse in Medicare, that part
of that solution has §0t to be stricter scrutiny and also enforcement
when there is a problem?

Ms. JOYNER. 1 believe I will let Mr. Stropko speak to that.

Mr. STROPKO. We have been looking at this issue since probably
1984. I personally have been looking at it, and every single year
I thought it would get better the next year and it has not.

Mr. BARTON. Mr. Bilirakis and I have been holding some joint
hearings in the Energy and Commerce Committee on waste, fraud,
and abuse in the Medicare Program, and we are developing as we
speak at the staff level a list of proposed remedies to deal with
that. But part of it has got to start at the top with the leadership
realizing that there is a problem and committing themselves and
their senior associates to dealing with it, because we have seen
again in our Committee, Chairman Dingell and Chairman Waxman
have held hearings in the past and they say the same things every
year and they do not do anything. This year we think it is going
to be different.

b Ikhave one more question, Mr. Chairman, and then I will yield
ack.

Another witness after you for the private quality assurance orga-
nization talks about, as they look at their standards, the NCQA
standards. They have a section on members’ rights and responsibil-
ities when they are looking at HMOs. It says, “How clearly does
the plan inform members about access to services, how to choose
a physician or change physicians, and how to make a complaint.”
I notice that HCFA right now, when they are locking at the HMOs,
apparently does not list that as a standard. Do you think that pa-
tient information and members’ rights and responsibilities should
be included in these standards, as we look at the HMOs and PPOs?

Mr. STROPKO. Most certainly.

Mr. BARTON. Mr, Chairman, I am going to yield back. I love your
orange light. We do not have that. We just have a red light and
a green light. As an industrial engineer, I think that orange light
is very useful to moving the hearing along, so I am going to try to
get our Committee to adopt that as an improvement.

Thank you.

Chairman THomas. I will tell the gentlemen we used to have a
stop sign which he might be more familiar with, but we thought
the lights were a little more modern.
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Does the gentleman from Nebraska wish to inquire?

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

I am amused that my friend from Michigan is relying upon a let-
ter from the trial lawyers and the D.C. Bar Association for help on
Medicare. In my opinion, he is really scraping the bottom of the
barrel to buttress his argument. These are the same people that
are fighting the American people on tort reform and frivolous law-
suits, and it is amazing that you would have to go to the D.C. Bar
Association to try to get help.

I want to thank Dr. Joyner for not giving a political answer to
my friend from Michigan, because truly, to remind the people
again, $4,800 this year, $6,700 in 2002 is what the spending will
be on Medicare; a $1,900 increase.

With that increase and the rapid growth rate that we see with
the baby boomers coming also in the year 2012, do you think that
HCFA, since it is having a hard time now in keeping up with its
enforcement of quality assurance in the risk contracts, will be able
to keep up with the significantly expanded program that we have,
or are we going to have to look elsewhere to continue to make sure
that quality assurance is there?

Ms. JOYNER. I would assume that you could call on HCFA to allo-
cate its resources appropriately if more beneficiaries are in one
kind of program than in another. Again, in part that goes back to
some questions that were raised earlier. Right now, HCFA does its
own reviews for the risk HMOs, unlike relying on private sector ac-
creditation as something that takes some of the burden of direct
checking, if you will, on people themselves, and unlike what they
do in the fee-for-service with the State involvement. So they are
using other models in the fee-for-service and they may or may not
wish to consider some of those on the HMO side, on the managed
care side.

I think that you are raising a good question about how they re-
spond to a changing world that they are responsible for overseeing
in terms of quality.

Did you want to add anything to that?

Mr. STROPKO. The only other thing is there is a sort of funding
barrier, administrative funding for that program has gone down
over the last 5 years on a per capita basis largely because of the
Budget Enforcement Act, of course. There are some amendments
that you could make to the act to make it a little easier to provide
additional funding to the extent that you think it is warranted by
a change in program direction. It is just that within the existing
budget constraints it is very hard to do.

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

Chairman THOMAS. Does the gentleman from Wisconsin wish to
inquire?

Mr. KLECZKA. Thank you, Mr. Chairman.

Ms. Joyner, I can see how it is difficult to answer some of the
questions, when what we are doing is just surmising. We are talk-
in% about a phantom plan which will not be before us until prob-
ably sometime in late September or mid-September. Our problem
is that you will not be invited back and your experts will not be
invited gack to respond at that time. So based on what we know
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today, we are trying to get some feedback from people like yourself
to make sure that we have some direction on where we are going.

If in fact we would take about one-third of the Medicare popu-
lation, let us say 10 million people and put them into HMO’s man-
aged care immediately, would your guesstimate be that there
would be savings or large savings to the Federal Government and
to the program?

Ms. JOYNER. I do not think we would have a basis for estimating
what those savings would be.

Mr. STROPKO. Right now, there probably would not be savings
largely because the existing formula for developing payment rates
in HMOs is widely recognized as flawed. They do not adequately
account for the differences in health status between those people
who choose to enroll and those who remain in the fee-for-service
sector, so something would have to be done with the reimburse-
ment structure.

Mr. KLECZKA. What would that be? Do you have any guess-
timates? Using the scenario of 10 million people, what would have
to change in the reimbursement to make sure that we can extract
at some point in time $270 billion over the next 7 years?

Mr. STROPKO. That is kind of a technical question, but basically
you would need some better ways of measuring the health status
of those who choose to enroll. They are called risk adjusters, and
it is something that has befuddled HCFA and the researchers for
the last decade.

Mr. KLECZKA. Do you think the possibility exists that HMOs
would cherrypick to make sure that they are not exposing them-
selves to large risk and that the sickest of the folks would be left
back in the old fee-for-service?

Mr. STROPKO. That is the name of the game.

')Mr. KLECZKA. So that game could be played unless we prohibit
it?

Mr. STROPKO. That is part of marketing in insurance. That is
part of the game.

Mr. KLECZKA. So then the savings would not really be realized
because the sick people, the big risk, would still be in the program,
very possibly still in the fee-for-service?

Mr. STrROPKO. Until you have fixed the payment rate problem,
you are not likely to realize savings, unless somehow you have a
way of dealing administratively and assigning people to HMOs.

Mr. KLECZKA. No, we want to give them choice. We do not want
to assign people. What would happen to the people in the program
who would stick around in the fee-for-service, if in fact the insur-
ance companies, like they do now, cherrypick off the healthier indi-
viduals? If the sickest ones are in the fee-for-service program, what
would have to happen in the fee-for-service? Would we have to cut
back benefits, raise out-of-pocket costs? What would occur there?

Mr. STROPKO. Costs would increase at a more rapid rate.

Mr. KLECZKA. Again, under the guise of trying to pull out $270
billion, knowing full well the Federal contribution is not going to
be increasing, in fact it is going to be decreasing, what would the
effect be on the beneficiaries who stayed in the fee-for-service
mainly because they do not have a choice?
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Mr. STROPKO. That is hard to predict. I think the program would
bga facing an increasing growth in cost and pressure on the benefits
side.

Mr. KLECZKA. We have had Medicare Select on a pilot basis in
various States. Has the GAO looked at that at all? I know we are
getting a study at the end of the year.

Mr. STROPKO. I do not believe so.

Mr. KLECZKA. Because in my query to HCFA, they indicate that
even though there is some increased benefits for the beneficiaries,
we find that the Federal Government has not saved much, if any,
through the Medicare Select Program, which I would guess is being
used as the model for the phantom changes in Medicare which we
have not seen yet.

I thank you for your responses.

Chairman THOMAS. I thank the gentleman.

Does the gentleman from Texas wish to inquire?

Mr. JOHNSON of Texas. Thank you, Mr. Chairman.

I would just like to remark that the phantom plan out there has
as lot of choices and they are all phantom choices, and all of them
are less costly than the fee-for-service. Maybe we can resolve it
among ourselves when we actually see the results of what people
can select when they are given a choice.

I have no more phantom questions, Mr. Chairman.

Chairman THOMAS. I thank the gentleman.

Does the gentleman from Pennsylvania wish to inquire? Any
phantom speculations?

Mr. GREENWOOD. Thank you, Mr. Chairman.

I am sorry that the Ranking Member of the Commerce Commit-
tee Mr. Dingell has left, because I wanted to respond to a question
he posed to the panel. His question was: If we have to significantly
reduce the rate of growth in the Medicare Program, do we have to
move people from fee-for-service into managed care? The panel
clearly was not prepared to answer that question.

He asked the panel to whom he could address that question
other than the Republicans. My suggestion to Mr. Dingell would be
that he go to his staff and say: The President wants to reduce the
rate of growth in the Medicare Program by $121 billion over the
next 7 years. That is based on the OMB baseline.

If you correct that for the CBO baseline, you add $74 billion and
you see that the President wants to reduce the rate of growth in
the program by $195 million over 7 years. Then he could turn to
his staff and he could do what the Republicans have done. That is,
he could bring in experts from all over the country and sit down
hour after hour, day after day after day in a very scholarly, con-
scientious, and diligent fashion and try to determine what the ap-
propriate response would be. I would recommend that to my col-
leagues on the other side of the aisle. They might try to have some
of the creativity that we have.

Mr. WaxMaN. Would the gentleman yield to me?

Mr. GREENWOOD. Briefly.

Mr. WaxXMAN. It is interesting to hear that the Republicans are
meeting with all these experts. Are these closed-room meetings and
are the rest of us invited?
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Mr. GREENWOOD. You are invited to participate in the same exer-
cise, as you choose. ) _

Reclaiming my time, I was interested to read in your testimony,
Dr. Joyner, that HCFA has joined a new organization called the
Foundation for Accountability. I was also interested to read that a
number of experts have recommended the formation of a national
board composed of public and private health care professionals rep-
resenting regulators, providers and purchasers, which could be con-
vened to establish a set of uniform measures. Do you see redun-
dancy there? Do you think that this new Foundation for Account-
ability and the national board would have different functions to
perform?

Ms. JOYNER. I might say that our interviews with the experts
preceded the announcement of the Foundation for Accountability,
so some of them may have known that those ideas were being con-
sidered, but it was prior to the time that the Jackson Hole group
convened. I think they are both in the same direction,

At this point, we have talked with some people who are part of
the foundation group about how they plan to proceed with this, but
I do not think they have the specifics worked out yet of exactly how
they will move ahead. If we were to go back to the experts again,
{,)heydmight no longer feel the need for something like a national

oard.

When the experts we interviewed spoke of a national board, it
was seen as something like the PPRC or the ProPAC. For example,
there could be an advisory board and then people would talk to re-
searchers who worked on this to seek input and really try to pull
together all the information about measures such as the pros and
cons of different ones. So if we were to go back to them after the
foundation has proceeded with its work, they might feel that that
was sufficient. I think it is a little early to know for sure.

Mr. GREENWOOD. You noted in your testimony that HCFA’s Of-
fice of the Actuary annually surveys some 12,000 beneficiaries
treated predominantly under fee-for-service arrangements about
their health status, and so forth. Has the Office of the Actuary
done a similar study exclusively on the Medicare population within
managed care?

Ms. JOYNER. No, they have not. The current survey would poten-
tially include people w{no are in managed care if they happened to
be in the sample, but it is not focused on managed care. That is
why the Office of Managed Care is considering doing a separate
survey to get specific information about satisfaction of beneficiaries
in managed care,
1’1Mr. GREENWOOD. I assume that you would encourage them to do
that.

Ms. JOYNER. I would certainly encourage that, one way or an-
other, HCFA get that kind of information and ideally that they get
it in some form that is comparable for fee-for-service and managed
care. That is a question that gets raised, and I think that HCFA
has some responsibility to provide some answers.

Mr. GREENWOOD. Thank you, Mr. Chairman.

Chairman THOMAS. I thank the gentleman,

Does the gentleman from Iowa wish to inquire?

Mr. GANSKE. Thank you, Mr. Chairman.
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Dr. Joyner, I remember when I first decided to run for office, I
decided to do a survey. And when I talked to the pollster, he said,
What do you want the poll for? I looked at him quizzically and I
said, Well, I want to know what my chances are, why did you ask?
He said, Well, because we can find out the truth or we can use a
poll for other purposes.

Now, part of what we have going on is we have a lot of surveys
and polls that are being done and it is hard to get at exactly what
the statistical validity is because of the way questions can be asked
and the facts are moved around.

We have a lot of data where proponents of managed care say
that patients are very happy, and opponents say they are not so
happy. How does HCFA get at the validity of patient satisfaction
surveys, and should this be done by a totally separate entity, an
office of statistics, or something that can review this?

Ms. JOYNER. We have talked with people about this issue, and
you have certainly hit on a point that many of them raised: the ob-
jectivity and the importance of the wording of the question and a
{ack of confidence at this point in the results. For example, individ-
ual plans will often put out information about how satisfied their
patients are, and then you have this competition. Everybody says
our people love ours. It is exactly that concern, with each plan d);-
veloping its own, that the potential for bias is there.

So what we heard was that surveys should be done by a more
independent source. So if you were to consider HCFA to be unbi-
ased in what it is trying to get at, and if it were collecting informa-
tion on beneficiaries inioth kinds of plans, then I think the people
we talked with would certainly consider that to be more credible
than surveys done by an individual plan or by an organization that
represents managed care plans. There is always going to be the
recognition of the inherent bias, intended or otherwise.

Mr. GANsKE. I think it would be important for us to look, if we
are going to be providing choices, at having patients be able to
compare apples to apples, and so forth.

Ms. JOYNER. Exactly.

Mr. GANSKE. I imagine that you have thought a great deal about
how to make sure that there are some patient protections in wher-
ever we are going, and I am sure managed care will be part of that,
and some other options will be, also.

Let me ask you a few specific questions. Do you think that it
would be reasonable to ensure a prompt authorization within some
time-limited period of time for a patient who is in an emergency
r;)o(rind‘graiting for treatment? Should that be something that is in-
cluded?

Ms. JOYNER. That that should be an expectation of a quality pro-
(g"ram, that this authorization come quickly, I would assume so. I

o not know how that is dealt with in stangards right now.

Mr. GANSKE. I could tell you right now it is a weakness in the
Medicare Program. They have a pretty good appeals process, but
from the perspective of a beneficiary t,{nat feels that they need ur-
gent services and need an emergency room and they are obviously
not necessarily in a position to inow whether they really do need
emergency service, they are not likely to get an answer to the ques-
tion of whether or not that is covered for 6 or 8 weeks, sometimes
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6 or 8 months. They end up being liable for some fairl(i' substantial
payments that they do not feel they justifiably should pay. Would
you think that it is important to have a prompt and fair appeals
process for resolving coverage denial complaints?

Mr. STROPKO. Yes. We have a good process right now, but it is
not timely.

Mr. GANSKE. How about a ban on financial incentives on provid-
ers which may limit referrals or treatment options?

Mr. STroPKO. Right now, HCFA is responsible for coming up
with some guidelines. The statute was 1990, and they still have not
come up with guidelines for risk-sharing arrangements. I think
that is critically important.

Mr. GANSKE. It looks like my time is finished.

Thank you, Mr. Chairman,

Chairman THOMAS. I thank the gentleman.

Does the gentleman from Oklahoma wish to inquire?

Mr. CoBURN. Thank you, Mr. Chairman.

Dr, Joyner, thank you so much for being here. One of the things
I observed as I have heard the questions asked, do you have stud-
ies to show that the only way we improve the quality of care is by
spending more dollars?

Ms. JOYNER. We have not done such studies.

Mr. COBURN. So the assumption that we hear made routinely by
many is that we in fact cannot improve quality of care unless we
spend more money, and that is pretty disturbing to me because
that frames the whole debate. That says that the way we are treat-
ing and caring for our patients today under the provisions of Medi-
care is a very efficient, cost-oriented, quality-oriented program, and
that the only way we could improve that would be by spending
more dollars to offer more services.

In the Medicare system today as you all look at it, are there hur-
gkils th;lt prevent improved quality of care without spending more

ollars?

Ms. JOYNER. Mr. Stropko, you touched on one of those a moment
ago. I will let him elaborate on that, on the kinds of obstacles to
improving within the same amount of money.

Mr. STROPKO. HCFA is almost legislativef; prohibited from using
a lot of the basic managed care techniques in the fee-for-service
sector.

Mr. COBURN, Remember, I am talking about quality of care. I am
not talking about reducing dollars. I am talking about improving
the quality of care with the same dollars.

Mr. STROPKO. In a sense, that implies to me the ability to man-
age care a bit, to apply a case management approach that could
help you look at both what is necessary and what is cost effective.
Right now, there is no mechanism in HCFA to do that. HMOs pre-
sumably do that when they are under contract with HCFA, but
HCFA cannot apply that strategy to the fee-for-service sector, say,
as Blue Cross & Blue Shield could apply through development of
preferred provider networks and certain case management pro-
grams that they Lave for diabetics, and so forth.

Mr. COBURN. At the same time, there is not the assumption that
we cannot—what I am trying to get to is the baseline is that we
have to spend more money to improve quality of care. That is just
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not true. We can improve quality of care by spending no additional
dollars, if in fact we spend the dollars more wisely, if we allow a
large portion of choice with those who are Medicare beneficiaries,
but glso in the system as it works to supply that need. Is that not
true!’

Mr. STROPKO. I think there is so much waste in the system right
now that it is a pretty good strategy to say that is true. It is very
true. It seems to me that with better management of care, you
could save a lot of money and also maintain or even enhance qual-
ity.

Mr. CoBURN. So you would agree with the principle that with a
flat number of dollars and given the same number of providers, if
we looked at doinﬁ it a better way, that we could in fact enhance
quality of care with the same dollars?

%‘{Ir. STROPKO. Doing it is another matter, but 1 think theoreti-
cally—

Mr. CoBURN. So it would follow that if we had a marked increase
in the number of dollars over the next few years, that we ought to
both be able to take care of an additional number of people and at
the same time improve the quality of care, if we say that is what
our goal is.

Mr. STROPKO. It is not impossible.

Mr. COBURN. Let me go to one other area. We have seen lots of
data and you have heard mention several times fraud and abuse.
Give me your feeling. The range is anywhere from 10 percent of the
total dollars down to 4 percent, and some people even say 20 per-
cent. If you had to pick a numi)er, a percentage number on Medi-
care, where would you say pure fraud and then fraud and abuse?

Mr. STROPKO. We have never looked at it that way. We have
picked a number for fraud and abuse and the number we have
picked is 10 percent, and largely that is a number that we got from
talking to a lot of people that are in the claims processing business,
both in the private and the public side. That number has been on
the street for the last 4 or 5 years, and the numbers have been,
just as you said, all around that. I do not think anyone could ever

y its very nature define what a precise number is, because it is
invisible.

Mr. CoBURN, So if we did lock at that and we assumed that an
average of all the experts that we have heard was around 10 per-
cent, and that if we eliminated 5 percent of that, one-half of that,
50 percent of that, we eliminated that, we would see significant
dollars to be able to be put back in for care, would we not?

Mr STROPKO. I think both GAO and the OIG can point to those
dollars in our studies. There is a lot of waste out there and a lot
of abuse.

Mr. COBURN. So there is significant savings from the elimination
of fraud and abuse?

Mr. STROPKO. They are documentable, yes.

Mr. CoBURN. Thank you very much.

Chairman THoMaSs. I thank the gentleman.

Does the gentleman from Georgia wish to inquire?

Mr. NorwoobD. Thank you, Mr, Chairman,

Dr. Joyner, I am a freshman and would ask that you be very
gentle with me. I am trying to figure out how this system works
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up here. I have so much admiration for Mr. Dingell, who has done
such a fine job for 40 years. I sit here on this panel and I know
that we are talking about a Medicare Program that is going to in-
crease its spendins by 40 percent, and he keeps telling me, you
fool, that is a cut, do you not understand? I really am trying to un-
derstand how we can increase our spending in such a considerable
manner, and we seem to get a lot of people shaking their heads
even out there that, boy, you are really cutting that program.

Help me with some numbers. It is my understanding that over
the next 7 years the Medicare Program will spend $1.87 trillion.
Tell me, what that would be?

Mr. STROPKO. I cannot do math that quickly in my head. We are
talking about $160 billion right now growing at 10 percent a year,
and so somebody better than I is going to have to do the calculat-
ing.

Mr. NorwooD. That is not too far wrong, is it?

Mr. STROPKO. I do not know.

Mr. NorwooD. Who in Washington determines that that is what
we are going to spend?

Mr. STROPKO. I think we just sort of look at what we have spent
in the past and that is sort of the best——

Mr. NorwooD. Who is we?

Mr. STROPKO. HCFA.

Mr. NorwoobD. Is it HCFA or is it the 104th Congress who de-
cides it? Who made the estimate that we will spend x amount of
dollars, that amount Mr. Dingell wants to spend over the next 7
years, HCFA?

Mr. STROPKO. They, ProPAC, those are the numbers that are——

Mr. NorwooDn. So we find that HCFA and Mr. Dingell want to
spend x amount, the President wants to spend a little less than
that, and the 104th Congress is saying we are just going to slow
this growth down enough and it will not be the same amount of
dollars. Is that how we get to that? Who do we trust? Who do we
know who knows how much it will cost?

Mr. STROPKO. I think to a large degree how much it will cost in
the future depends on the policies you make this year and in the
coming years. I think if you say things are going to continue to go
as they are goin%]right now, then you have a fairly good baseline
to measure and the 10-percent growth rate is not an unreasonable
expectation. Wanting to live with that growth rate and being able
to live with that growth rate is quite another matter.

Mr. NorwoobD. I gather that is what my distinguished friend
wants to do, just lest it go on like it is going. If we do that, what
do you think will happen to the trust fund in 20027

Mr, STroPKO. That is a for sure. I mean the trustees indicate
that we are going to be in big trouble.

Mr. NorRwoOD. Do you mean it will be out of money?

Mr. STROPKO. Yes, sir.

Mr. NorRwoOD. What about all these people who need health
care, senior citizens who want their Medicare Program?

Tell me, Do you have any idea what we spent in Medicare in
1990, $150 billion? .

Mr. STROPKO. Less than that.

Mr. NorwooD. $140 billion? $130 billion?
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Mr. STROPKO. Probably.

Mr. NorwooD. $130 {)illion, let us just say that is it. Back in
1965, somebody up here decided that they would look out into the
future and determine what the Federal Government would be
spendin%in Medicare in 1990. I do not know who it was. I do not

ess HCFA was up and going then. Maybe it was Congress. Some-

ody looked out and said that Medicare was going to cost us $9 bil-
lion in 1990. What in hell happened? We must not be very good
with our numbers in this town and we are seriously talking about
big dollars here, and we do not have a clue what it might cost in
2002. Yet, we have our friends over here saying do it anyway.

That is all, Mr. Chairman.

Chairman THoMas. I thank the gentleman.

Does the gentleman from North Carolina wish to inquire?

Mr. BURR. Thank you, Mr. Chairman.

Welcome, Dr. Joyner. I would like to go straight to the conclud-
ing observations that you made in your testimony, and I will read
a couple of sentences.

HCFA has quality assurance programs with that goal. Although we have identi-
fied problems in their implementation, the enhancement HCFA is making to its

quality assurance approach is consistent with the direction in which the private sec-
tor is moving and with the consensus of health care experts we interviewed.

Now, I interpreted that to say that HCFA is trying to replicate the
successes that have been experienced in the private sector. Would
that be a correct interpretation of your conclusion there?

Ms. JOYNER. They are attempting to use some of the techniques.
To take as an example, continuous quality improvement has been
shown to be helpful not just in the health care industry, but in
many other industries, as well, as a way to improve the product or
the services that you are delivering. That is the point that we are
making.

Mr. BURR. Could I also interpret that “although we have identi-
fied problems in their implementation” means that they are not
doing as good a job as one would hope?

Ms. JOYNER. In the past, they have not done as good a job as
we—and I am sure you—would have hoped in carrying out their
program.

Mr. BURR. Since in health care Mr. Norwood very eloquently dis-
played that we use the past to predict the future, can we expect
a different outcome than what we have seen, which is failure?

Ms. JoYNER. Well, that is why we pose it as a challenge facing
HCFA and facing the Congress in its oversight of HCFA, to make
sure that as it moves in these directions, that it does so effectively.

Mr. BURR. In the private sector plans that you referenced, who
determines the quality of care?

Ms. JOYNER. The corporate purchasers that we talked about col-
lect data on the kind of care that is being provided. They often re-
quire accreditation.

Mr. BURR. Who do they ultimately answer to about the plans
that they choose?

Ms. JOYNER. Well, they ultimately answer to their stockholders
and they answer certainly to their employees who are in these
plans who expect to receive good care and who, if they do not re-
ceive good care, in fact end up costing the company more money.
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Mr. BURR. Is it realistic for the Members of the Subcommittees
to believe that seniors in this country can make the same quality
of care decisions that we see exemplified in the private sector
plans?

Ms. JoYNER. That Medicare beneficiaries can make the same
choices, make the same decisions, is that what you are saying?

Mr. BURR. The discussion on this Subcommittee now is can we
inject some of the private sector successes, the choices of different
types of plans, into what has traditionally been a government
dominated, government run HCFA administered health care deliv-
ery system, not to do away with it. You have identified that in fact
they are struggling to meet the private sector accomplishments. My
question would be, Can we expect seniors to also respond in a simi-
lar fashion that we do people in private sector plans to the quality
of care? If the quality of care is not there, seniors will scream, if
it is, they will praise the plan.

Ms. JOYNER. They will need information just as people not on
Medicare need information about the quality of care. To some ex-
tent, individuals—I or you or a Medicare beneficiary—are able to
judge the quality of what we are getting. But sometimes we do not

now and we need somebody else to help identify the quality of
care and give us some report card, give us some consumer reports
that we can use so that we know whether we are getting the right
care. If so, I would assume that they can make choices.

Mr. BURR. From the standpoint of the GAO, let us consider that
down the road we inject into Medicare private sector options, dif-
ferent plans for seniors with the high quality of care that you have
made reference to here. Will the current HCFA, the HCFA that
your report was about, need to change significantly to compete on
both a cost and quality of care standpoint for those people
accessing care?

Ms. JOYNER. Yes, it will need to more effectively carry out its
quality assurance activities.

Mr. BURR. Thank you, Dr. Joyner.

Mr. Chairman, I yield back the remainder of my time.

Chairman THOMAS. I thank the gentleman.

I want to thank you. Just a couple of questions on a followup,
so that people can understand some of the points that were made.
I will not go into the dollar amount discussion. Although “cut” is
continually used, that is not what we are talking about. We are
talking about increasing the funds to the program, but simply not
at the rate that they have been increased in the past.

The gentleman from Oklahoma’s point about the fact that you
can get quality care out of the same dollars I think is a valid one.
That in essence is what is occurring in the private sector. If you
anr}')ease the money as you go along, you ought to be able to get

oth.

I am interested in the comment Mr. Stropko made about HCFA’s
ability to create a program that adequately reimburses and would
hopefully reinforce quality in the coordinated care programs. I be-
lieve you used the term that most people know that that reim-
bursement structure is flawed.

Mr. STROPKO. Yes, sir.
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Chairman THoMAS. Is HCFA currently working on unflawing the
reimbursement system, do you know?

Mr. STROPKO. Yes, it has been working on it for the past decade.

Chairman THOMAS. I think that is the point I want to under-
score. They have been working on it. In fact, they have been work-
ing on it for the past decade and they still have not come up with
a better program. We are constantly reminded by my colleague
from California, Mr. Stark, how much a model of the bureaucratic
form HCFA is, that the administrative costs are low, it is a lean
fighting machine that does a great job, and we certainly ought not
think about replacing it with anything in the private sector, God
forbid, something from a State structure to help it do the job.

Dr. Joyner, I understand that the GAQ is going to be releasing
a study shortly about HCFA and its performance in the area of ad-
ministration. Are you going to tell everybody that HCFA is this
lean quality machine that ought to be emulated everywhere in the
system?

Ms. JOYNER. We are going to be releasing a report looking at its
enforcement in risk HMOs. I am not at liberty at this point to say
anything about what we will be saying, but we expect to release
that on August 3 in hearings before the Senate Select Committee
on Aging. We will be glad to come over and brief your staff fully
as soon as we have issued that report.

Chairman THOMAS. So we are going to have it released August
3 on the administrative quality of HCFA over HMOs?

Mr. STROPKO. Yes, we are looking at the broad issue of how effec-
tive they are in overseeing the HMO Program. We have done this
almost every 2 years.

Chairman THOMAS. On how effective they are?

Mr. STROPKO. Right.

Chairman THoMAS. We know that the reimbursement scheme
that HCFA has created for the HMOs, in essence, is flawed. Are
we going to say that the oversight structure for HCFA 1is good, or
flawed, as well?

Mr. STROPKO. I do not think I am letting anything out of the bag
to suggest that there is a lot they could learn from the private sec-
tor approaches that we have talked about today.

Chairman THOMAS. So the direction that we are going in terms
of taking a look at private sector models and things that are going
on in the private sector, in your opinion, is a positive thing, and
maybe HCFA does not know everything and perhaps there is a
thing or two that HCFA can learn from what has been going on
in the outside world?

Mr. STROPKO. Something as simple as letting beneficiaries know
what is going on with the HMOs that they are enrolled in is a very
positive step that they need to take.

Chairman THoOMAS. A little bit of education and assistance in
terms of making choices would go a long way toward assisting the
beneficiaries in making the right kind of choices.

Mr. STROPKO. And I think making HCFA a lot more effective.

Chairman THoMAS. And HCFA does not do that now?

Mr. STROPKO. No.

Chairman THOMAS. I appreciate your testimony.
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The Subcommittees will stand in recess for just a few brief mo-
ments, because the gentleman from Florida, Mr. Bilirakis, Chair-
man of the Health Subcommittee, will be coming back and chairing
the second panel. So as soon as he gets here, we will begin the sec-
ond panel.

The Subcommittees stand in recess.

[Recess.]

b Chairman BILIRAKIS [presiding]l. We are going to continue on
ere.

If they have not left, I would like to call the next panel: Margaret
E. O’Kane, president of the National Committee for Quality Assur-
ance, and Dennis O’Leary—two Irish names—president of the Joint
Commission on Accreditation for Healthcare Organizations,
QOakbrook, Illinois.

With your indulgence, I know I am only here at the outset to lis-
ten to you, but you are also probably experienced with how we do
Ehirll(gs up here, unfortunately. Many of the others will be right

ack.

In the interest of time, we will maybe kick it off. Ms. O’Kane.

STATEMENT OF MARGARET E. O’)KANE, PRESIDENT, NATIONAL
COMMITTEE FOR QUALITY ASSURANCE

Ms. O’KANE. Good morning, Chairman Bilirakis.

My name is Margaret O’Kane. I am president of NCQA, the Na-
tional Committee for Quality Assurance.

As Congress and the administration look to increase the use of
managed care in the Medicare Program, I commend both Sub-
committees for convening this hearing on the standards for health
plans providing coverage to Medicare beneficiaries.

NC&A is an independent nonprofit organization which oversees
two complementary approaches to health plan evaluation, accredi-
tation, and performance measurement. NCQA accreditation exam-
ines the heath plans’ infrastructure, while clinical and service per-
formance are measured through our health plan employer data and
information set.

NCQA is governed by a broad-based board of directors which in-
cludes large purchasers, health plan representatives, a consumer
representative, a State legislator, a union representative, an AMA
representative, and independent quality experts.

By the end of this year, we will have accredited nearly one-half
of tﬁe Nation’s health maintenance organizations against a set of
rigorous and evolving standards. I should mention that this is a
new accreditation program which was launched in 1991.

This figure includes 80 health plans which currently enroll two-
thirds of the Medicare beneficiaries and TEFRA risk contracts. The
NCQA standards are divided into six sections: (1) Quality improve-
ment, how well does the plan manage and improve quality
throughout the health plan, does it coordinate all parts of the deliv-
ery system, which is a very important issue for the Medicare popu-
lation; what steps does it take to make sure members have access
to care in a reasonable amount of time; (2) credentialling, how does
the plan meet specific requirements for investigating the training
and experience of the physicians in its network, how does it choose
hospitals and other provider organizations; (3) member rights and
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responsibilities, how clearly does the plan inform members about
how to get services, how to choose a physician or change physi-
cians, and how to make a complaint; how responsive is the plan to
member satisfaction ratings, how effectively does it handle member
complaints and grievances; (4) utilization management—does the
plan use a reasonable and consistent process when deciding what
health care services are appropriate for individual needs; when the
plan denies payment for services, does it respond to member and
physician appeals; are physician consultants from the appropriate
specialty areas used when these decisions are made; (5) preventive
services, does the plan encourage members to have preventive tests
and immunization, does the plan ensure that its physicians are en-
couraging and delivering preventive services; and (6) medical
records, how consistently do records kept by the physicians meet
NCQA standards for quality care.

Approximately one-third of health plans reviewed against stand-
ards have received full accreditation, and 13 percent of the plans
that have applied have been denied. The results of our accredita-
tion process are available free of charge to any individual who
phones or writes our officers, and summary reports for every plan
reviewed after July 1 will be made available in 1996. We are com-
mitted to providing information in the marketplace.

The primary reason that so many health plans have undergone
such a rigorous process is the purchasers’ interest in ensuring that
their employees are enrolled in quality organizations. Large em-
ployers such as Xerox, GTE, IBM, Allied Signal, and certain States
have required that the health plans with whom they contract seek
NCQA accreditation.

In addition to accreditation, we have developed a standardized
system for measuring health plan performance, the health plan em-
ployer data and information set, which contains information on
quality, access, patient satisfaction, and health plan management.

While HEDIS, the Health Plan Employer Data and Information
Set, was initially designed for commercial purchasers, we are com-
mitted to broadening this set of measures to address the needs of
all payers, including Medicare and Medicaid. We are working with
the Packard Foundation and are just releasing for comment a set
of measures particularly geared to the Medicaid population, and we
are about to Yaunch an initiative to address the special issues of the
Medicare population with some funding from the Kaiser Family
Foundation.

The framework for the development of HEDIS will come from our
Committee on Performance Measures, which is again a broad-based
group of experts, which includes corporate purchasers, health
plans, AARP, consumers, other consumer organizations, CalPers,
and a State Medicaid director. Our approach really is to develop a
broad consensus between the health plans and the purchasers.

I think I am out of time, so I will be submitting this testimony
and am happy to respond to questions.

Chairman BILIRAKIS. You are certainly welcome to summarize, if
you have something else you would like to say.

Ms. O’KANE. The two methods we use to evaluate health plans
are both based on the premise that a health plan is responsible and
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accountable for the quality of care and service that its members re-
ceive.

Many of the options now under consideration by Congress and
the administration would encourage a wider variety of managed
care organizations such as PPOs to enter the Medicare market.
One of our concerns is that HMOs, which really have come forward
for this measurement, and have been willing to be held accountable,
might be subjected to an additional measurement burden when
compared to the other managed care alternatives that you are
planning to allow in the Medicare marketplace.

There is sort of a perverse problem when you have people that
are able to be measured having more reporting burden than those
that are not able to be measured, and I think this is not an easy
problem to solve. You cannot just say overnight that organizations
that have not been able to measure should be held accountable, es-
pecially if they do not have the infrastructure. But I do think this
1s a serious issue that ought to be addressed as you try to move
forward.

Thank you.

[The prepared statement follows:]
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STATEMENT OF MARGARET E. O’KANE, PRESIDENT
NATIONAL COMMITTEE FOR QUALITY ASSURANCE

Good morning Chairman Thomas, Chairman Bilirakis, and members of the Subcommittees.
I am Margaret E. O’Kane, President of the National Committee for Quality Assurance
(NCQA). As Congress and the Administration look to increase the use of managed care in
the Medicare program, I commend both Subcommittees for convening this hearing on the
standards for health plans providing coverage to Medicare beneficiaries.

NCQA is an independent, non-profit organization which oversees two complementary
approaches to health plan evaluation: accreditation and performance measurement. NCQA
accreditation examines a health plan’s infrastructure, while clinical and service performance
is measured through NCQA's Health Plan Employer Data and Information Set (HEDIS 2.0
and 2.5). NCQA is governed by a broad based Board of Directors which includes large
purchasers, health plan representatives, a consumer representative, a state legislator, a union
representative, an AMA representative, and independent quality experts.

By the end of this year, we will have accredited nearly half of the nation's health
maintenance organizations (HMOs) against a set of rigorous and evolving standards. This
figure includes eighty health plans enrolling two thirds of the Medicare beneficiaries in
TEFRA risk contracts. The NCQA Standards are divided into six sections:

° Quality Improvement: What improvements in care and service can the Plan
demonstrate? Does the plan full examine the quality of care given to its
members? How well does the plan coordinate all parts of its delivery system?
What steps does it take to make sure members have access to care in a
reasonable amount of time?

[ Provider Credentials: Does the Plan meet specific NCQA requirements for
investigating the training and experience of all physicians in its network?
Does the Plan keep track of all physicians’ performance and use that
information for their periodic evaluations? Does the Plan look for any history
of malpractice or fraud? Has the Plan performed a quality assessment for
health delivery organizations such as hospitals, home health agencies, nursing
homes, and free-standing surgical centers?

L4 Members’ Rights and Responsibilities: How clearly does the Plan inform
members about how to access services, how to choose a physician or change
physicians, and how to make a complaint? How responsive is the Plan to
members’ satisfaction ratings and complaints? Does the appeals process for
grievances include a second review with different individuals?

o Utilization Management: Does the Plan use a reasonable and consistent
process when deciding what health care services are appropriate for individuals
needs? Are appropriateness criteria clearly documented and available to
participating physicians? When the Plan denies payment for services, does it
respond to member and physician appeals? Are physician consultants from the
appropriate specialty areas of medicine and surgery utilized as needed?
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L] Preventive Health Services: Does the Plan encourage members to have
preventive tests and immunizations? Does the Plan ensure that its physicians
are encouraging and delivering preventive services?

L] Medical Records: How consistently do medical records kept by the plan’s
physicians meet NCQA standards for quality care? For instance, do the
records show that physicians follow up on patients’ abnormal test findings?

Approximately one third of heaith plans reviewed against our standards have received Full
Accreditation and thirteen percent bave been denied. The results of our accreditation process
are available free of charge to any individual who phones or writes our offices, and summary
reports for every plan reviewed after July 1st will be made available so that purchasers and
consumers will have even more information with which to evaluate health plans.

The primary reason that so many health plans have undergone such a rigorous process is the
purchasers’ interest in ensuring that their employees are only enrolled in a quality
organization. [arge employers such as Xerox, GTE, IBM, Allied Signal, the States of New
York, Tennessee, and many others have all required that the health plans with whom they
contract seek NCQA accreditation.

In addition to accreditation, NCQA has developed a standardized system for measuring health
plan performance, the Health Plan Employer Data and Information Set (HEDIS). HEDIS
2.5 is a set of sixty standardized measures of health plan performance in five areas. More
than two thirds of the nation’s HMOs are now using HEDIS to generate performance
information. HEDIS covers five areas of a health plan’s performance: Quality, Access and
Patient Satisfaction, Membership and Utilization, Finance, and Health Plan
Management and Activities.

While HEDIS 2.5 was initially designed for commercial purchasers, we are committed to a
performance measurement tool which addresses the needs of all populations served by a
health plan, regardless of the payor relationship. With funding from the Packard Foundation
and in conjunction with HCFA and the State Medicaid Directors Association, NCQA just
released a draft set of Medicaid HEDIS measures for review and comment. In addition, we
are in the final stages of discussions with HCFA and the Kaiser Family Foundation for the
development of Medicare HEDIS measures to be incorporated into HEDIS 3.0.

The framework for the development of HEDIS 3.0 will come from NCQA’s Committee on
Performance Measurement. The Committee on Performance Measurement is a broad based
group of experts charged with overseeing the development of the next generation of health
plan performance measures (HEDIS 3.0). In addition to corporate purchasers, health plans,
providers, labor, AARP, CalPers, and a state Medicaid Director, we are pleased to have the
director of HCFA’s Health Standards and Quality Bureau as a member of the Committee.
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The two methods NCQA uses to evaluate health plans, accreditation and performance
measurement, are both based on the premise that a health plan is responsible and accountable
for the quality of care and service that its members receive. Many of the options now under
consideration by Congress and the Administration would encourage a wider variety of
managed care organizations, such as PPOs, to enter the Medicare market.

We are concerned that HMOs which have made accreditation and performance information
publicly available, could be held to a higher set of standards than less "accountable” health
plan model types. All health plans, regardless of their financing and delivery structure,
should be held accountable for the quality of care and service, and required to provide data
on their performance. A central goal of Medicare reform should be to reward health plans
for making themselves more accountable to the federal government and beneficiaries. Easing
the standards for less accountable health plans would have the opposite effect.

As I mentioned earlier, NCQA will have accredited over half the nation’s HMOs by the end
of this year; a figure which includes health plans responsible for 66 percent of the seniors
enrolled in TEFRA Medicare Risk Contracts. While NCQA Accreditation should not be a
condition of participation in the Medicare program, health plans which have achieved
accreditation should not be subjected to redundant HCFA certification processes.

Such a consolidation would minimize the administrative burden on health plans, while at the
same time providing HCFA with a body of expert knowledge and experience. Federal
oversight resources could then be re-allocated to higher priority areas such as new health
plan model types, new entrants into the Medicare market, or existing plans experiencing
large gains in Medicare enrollment. A model for this public/private partnership already
exists in six states (PA, FL, OK, KS, Rl, VT) where NCQA works closely with health plan
regulators. Just as these states have coordinated their regulation of health plans with NCQA
accreditation to eliminate duplication and increase efficiency, so too should the federal
government.

NCQA recognizes that reducing the rate of growth in the Medicare program is a critical
component of deficit reduction efforts, and we believe there is real potential to reduce costs
and improve quality through the use of managed care. However, I urge both Subcommittees
to build on the work of this hearing and ensure that efforts to reduce costs do not
compromise quality in the process.

Thank you again for the opportunity to testify.
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Chairman BILIRAKIS. Thank you very much, Ms. O’Kane.
Mr. O’Leary.

STATEMENT OF DENNIS OLEARY, M.D., PRESIDENT, JOINT
COMMISSION ON ACCREDITATION OF HEALTHCARE ORGA-
NIZATIONS, OAKBROOK, ILLINOIS

Dr. O'LEARY. Thank you, Mr. Chairman.

I am Dennis O’Leary, president of the Joint Commission on Ac-
creditation of Healthcare Organizations. We appreciate the oppor-
tunity to appear before this joint Subcommittee hearing on stand-
ards for health plans providing services through the Medicare Pro-

am,

I would like to leave you with two messages today. The first is
that progressive advances in quality evaluation techniques have to
date provided accreditors with sophisticated and meaningful mech-
anisms for overseeing the quality related performance of health
plans, mechanisms that are fully capable of addressing the priority
concerns of the Medicare population.

Second, there is a need to standardize the quality evaluation
framework for Medicare managed care plans to assure consistent
and relevant oversight of these plans. Health plans and other
emerging delivery systems are poised to plan an increasingly im-
portant role in the future of American health care. The Nation,
therefore, has a vested interest in ensuring that health plans pro-
vide the high quality of services that Americans have come to ex-
pect.

This is especially true for the Medicare Program, if there is an
intent to encourage and sustain greater enrollment in managed
care arrangements. Quality measurement and public disclosure of
how well the health plans accomplish quality goals provide the op-
portunity for educated decisionmaking by consumers, and offer a
mezins to track their own performance against the established
goals.

However, the trend toward vertical integration of services creates
new challenges for quality evaluation. Health plans have new re-
sponsibilities for integrating services across multiple sites of care
and for assuring that the needs of their enrollees are met. How
well a plan performs these and other key functions has a large
bearing on enrollee outcomes, the cost of providing services, and
the eventual health status of the population served.

We also need to remember that health plans share a common in-
centive in seeking to determine the appropriate intersection be-
tween cost containment and quality. This incentive creates risk;
that is, what makes a plan successful in controlling its costs also
causes exposure to quality concerns. There is a growing belief
among major private sector purchasers that the progress already
made in paring down system costs has led us to a mandate for vigi-
lant quality oversight initiatives.

Groundbreaking efforts in recent years, both in creating
performance-based standards and in developing performance indi-
cators, now provide the tools for effective quality measurement and
permit the evaluation of quality across a spectrum of health plan
configurations. This capability will be essential, as innovative ap-
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proaches to delivering and financing cost-effective health care
emerge. ‘

The thorough evaluation approach for health plans and more
complex delivery entities should address two broad areas, perform-
ance of key organization functions and patient/enrolling outcomes.
The former requires the application of contemporary standards,
and the latter involves the use of carefully selected performance in-
dicators.

Evaluation of each of these areas provides essential and often
complementary information. Together, the two measurement ap-
proaches form the fundamental basis for effective quality review in
both the fee-for-service and managed care sectors.

To ascertain the likelihood that a health plan will achieve their
future results, one must evaluate organization functions that are
basic to both the clinical services provided to enrollees and to the
management of the organization. In developing standards around
key functions that all health plans must perform and by articulat-
ing them as performance objectives, we have established a basis for
evaluating quality without prejudice to how the provider is struc-
tured or even how the provider undertakes to meet the expecta-
tions.

The government has the potentially important role in standardiz-
ing the quality measurement framework for health plans partici-
pating in the Medicare Program. To this end, the Secretary of
Health and Human Services, acting through existing agencies and
in conjunction with States, consumers, and private sector experts,
could, and we believe should articulate quality expectations for
health plans.

These expectations should include both minimal standards and a
menu of consensus outcomes measures applicable to the full range
of health plans. The government should not feel the need to estab-
lish any new oversight bureaucracy. Rather, its determination as
to minimum standards and consensus outcomes measures should
permit a judgment as to the desirability of reliance on private sec-
tor entities to perform evaluations of health plans, using at a mini-
mum the explicit expectations of the Medicare Program. The re-
maining responsibility of government would then be to oversee its
delegated evaluation agents to ensure its satisfaction with their
performance in providing quality oversight of health plans.

The private sector is well prepared, we believe, to evaluate the
array of emerging variations of managed care plans. Our cutting-
edge standards permit us to evaluate the centralized “brain” of the
plan, the functions pertinent to its successful operations, and the
performance of providers in all of the component delivery sites in
a plan or system, such as hospitals, nursing homes, and home
health agencies.

Chairman BILIRAKIS. Please summarize.

Dr. O’'LEARY. Throughout the Nation, restructuring of health care
delivery is taking place. New options are being considered for the
Medicare Program. Meaningful quality evaluation is essential to
the success of and public confidence inithe new delivery models.
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The Joint Commission has previously worked in successful col-
laboration ventures with the public sector and is prepared to do so
in this area. We believe there is a rich opportunity to design an ef-
fective quality evaluation and improvement system that will build
public confidence in Medicare managed care plans, while contin-
ually upgrading the level of care provided to our Nation’s elderly
and disabled citizens.

Thank you.

[The prepared statement follows:]
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STATEMENT OF DENNIS O'LEARY, M.D.
PRESIDENT, JOINT COMMISSION ON ACCREDIATION OF HEALTHCARE
ORGANIZATIONS

| am Dr. Dennis O’Leary, President of the Joint Commission on Accreditation
of Healthcare Organizations. We appreciate the opportunity to appear before this
joint committee hearing on standards for health plans providing services through
the Medicare program. ~

| would like to leave you with two messages today. The first is that
progressive advances in quality evaluation techniques have today provided
accreditors with sophisticated and meaningful evaluation approaches for
overseeing the quality-related performance of health plans -- approaches that are
fully capable of addressing the priority concerns of the Medicare population.
Second, there is a compelling need to standardize the quality evaluation framework
for Medicare managed care plans to assure consistent and relevant oversight of
these plans. '

Health plans and other emerging delivery systems are poised to play an
important role in the future of American health care. The nation, therefore, has a
vested interest in ensuring that health plans and their hands-on care sites provide
the high quality of services that Americans have come to expect. This is especially
true for the Medicare program if, as a matter of public policy, we wish to
encourage and sustain greater enrollment in managed care arrangements.

The potential impact of health plans is significant. The capitated payment
systems that characterize most integrated delivery models provide strong
incentives to keep patients healthy by focusing on wellness, prevention and early
intervention. Health plans are also in a unique position to coordinate care along the
entire continuum of service delivery. Quality measurement and public disclosure of
how well the health plans accomplish these and other quality goals will provide the
opportunity for educated decision making by consumers in selecting among their
options, and wilt offer a means for plans to track their own performance against
established goals.

However, the trend toward vertical integration, coupled with growing
purchaser and consumer demands for information about value, creates new
challenges for quality measurement. Health plans are complex entities that are
more than the sum of their parts; they have new responsibilities for integrating and
coordinating services across muitiple and differing sites of care, and for assuring
that the needs of their enrollees are met along the full continuum of care. How
well a plan performs these and other key functions has a large bearing on enrollee
outcomes, the cost of providing effective and appropriate services, and the
eventual health status of the population served.

Health plans can take a variety of forms, and some of these are not fully
tested. They share a common incentive, however, seeking to determine the
appropriate intersection between cost containment and quality. This incentive
creates risk; that is, what makes a plan successful in controlling its costs, also
causes exposure to quality concerns. There is in fact a growing belief among
major private sector purchasers that the progress already made in paring down
system costs has led us to a mandate for vigilant and substantive quality oversight
initiatives.

Performance measurement is usually undertaken for two primary reasons: as
a basis for making decisions and to serve as a basis for quality improvement. In
the ideal world, consumers, purchasers, and other stakeholders would make a
range of decisions about health care plans based on measurement information
about various aspects of organization performance. In addition, these
measurements of quality would provide plans with useful, comparable information
upon which to base internal quality improvement activities. Ground breaking
efforts in recent years -- both in creating performance-based standards and in
developing performance indicators -- now provide the tools for reaching those goals
of quality measurement, and permit the evaluation of quality across a spectrum of
health plan configurations. This capability will be essential as innovative
approaches to delivering and financing cost-effective health care emerge.

A thorough evaluation approach for heaith plans and more complex delivery
entities should address two broad areas: performance of key organizational
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functions and patient/enrollee outcomes. The former requires the application of
contemporary standards, and the second involves the use of carefully selected
performance indicators. Evaluation of each of these areas provides essential, and
often complementary information. Together, the two measutement approaches
form the fundamental basis for effective quality review and assessment in both the
fee-for-service and managed care sectors.

Performance of Key Organizational Functions

To ascertain the likelihood that a health plan will achieve good future results,
one must evaluate organizational functions that are basic to both the clinical
services provided to enrollees and to the management of the organization. The
performance of these systems and processes, such as credentialing of
practitioners, management of information, and patient assessment, is usually
measured by assessing compliance with relevant standards. For health care
organizations, a standard is a statement of expectation that defines the processes
that must be functioning well in order to optimize the likelihood of good outcomes.
In developing standards around key functions that all health plans must perform,
and by articulating them performance objectives, we have established a basis for
evaluating quality without prejudice as to how the provider is structured or even
how the provider undertakes to meet the expectations. This is designed both to
encourage the organization to have an accountable locus of responsibility for its
performance in providing services, and to stimulate innovation in the creation of
cost-effective delivery models.

Patient/Enrollee Outcomes

Information on patient/enrollee outcomes is necessary to complement the
information gathered from an assessment against performance standards.
Outcomes are the product of the performance of clinical services and management
functions, and are understood to include certain measures of process (e.g., staging
of cancer for appropriate treatment selection) that are proxies for likely outcomes
(e.g., survival). An advantage to outcomes data is that it can be monitored
routinely between the onsite visits made to assess compliance with standards.
Such data thus is available to support internal quality improvement activities in the
health plans, and to provide external assurances that plan performance is being
sustained or improved.

The Measurement Framework

A potential role of the government is to help standardize the quality
measurement framework for health plans participating in the Medicare program.
Toward this end, the Secretary of Health and Human Services, acting through
existing agencies and in conjunction with states, consumers, and private sector
experts could, and we believe should, articulate guality expectations for health
plans and their component providers. These expectations should include both
minimal standards and a menu of consensus outcomes measures applicable to the
full range of health plans. This need not be a costly effort. To accomplish this task,
the government could borrow from the substantial work already done in the private
sector. For example, accrediting organizations have already created a
comprehensive array of quality standards for health plans.

Neither should the government feel a need to establish any new oversight
bureaucracy. Rather, its determination as to minimum standards and consensus
outcomes measures {performance indicators) should permit a judgment as to the
desirability of reliance on private sector entities to perform evaluations of health
plans, using, at a minimum, the explicit expectations of the Medicare program.
The remaining responsibility of government would then be to oversee its delegated
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agents to ensure its satisfaction with their performance in providing quality
evaluation and oversight of health plans.

The private sector is well prepared, we believe, to evaluate the array of
emerging variations of managed care plans. The Joint Comttiission has developed
a top-to-bottom adaptable capability for measuring quality in new delivery system
models, regardless of their financing arrangements. Our cutting-edge standards
permit us to evaluate the centralized "brain” of the plan, the functions pertinent to
its successful operation, and the performance of providers in all of the component
delivery sites in a plan or system, such as hospitals, nursing homes, and home
health agencies. With the current changes taking place in the health care system,
we believe that a solid oversight program must inctude direct evaluation of actual
delivery sites as part of plan evaluation. Our accreditation process involves this
type of review.

The Joint Commission has been the leader in developing performance-based
standards, and we recently completed the redesign of our standards manuals for
the more than 11,000 health care organizations we accredit. The standards are
patient focused and are stated as performance objectives rather than as inflexible
requirements. The Health Care Financing Administration has also begun to recast
its standards for certain health care facilities, such as hospitals, along similar lines.
Further, the Joint Commission has taken a leadership role in the area of public
disclosure of standards compliance information through the development of
performance reports on accredited organizations. These activities and others
provide ample evidence that accrediting bodies continue to be at the leading edge
of advances in quality evaluation.

The Near Future in Quality Measurement

Both regulators and accreditors are now aggressively moving toward the
development, testing and broad application of outcomes measures and other
performance indicators as integrals of the modern quality oversight approach. The
Joint Commission has been a pioneer in the development of performance
indicators, especially for inpatient care. However, the population-based nature of
managed care plans requires a more elaborate range of indicators capable of
addressing a continuum of services. On the positive side, prolific efforts in recent
years have yielded an inventory of hundreds of indicators that are now available for
potential use in managed care settings. On the cautionary side, considerable work
remains 1o be done to evaluate these performance indicators against the
dimensions of reliability, validity, discrimination capability, and the benefit-to-
burden balance. With the right partners at the table, we believe that the Medicare
program could rapidly assimilate the work currently being done by accrediting
organizations, to the benefit of the Medicare population.

Specifically, there is a need for outcome measures that will lead to
improved patient care for the Medicare population, while at the same time
optimizing the resources available to support data gathering and quality
improvement activities. We see an important potential role for the federal
government in establishing a simple forum for arriving at an acceptable menu of
performance indicators applicable to the Medicare population. This type of
public/private sector collaboration could be achieved quickly, potentially placing
Medicare at the forefront of quality measurement in all of its health care programs.

Along similar lines, the Joint Commission undertook a pilot project in 1993
with a number of stakeholders interested in developing consensus performance
indicators for use in evaluating health plans and other emerging entities. The work
group agreed upon eleven principles (see addendum) that should shape the
measurement framework for the Joint Commission’s new accreditation activities in
this area. These principles then provided the structural underpinning for
identifying those measurement categories for indicators to complement the already-
established performance-based standards. These categories included:

+ clinical performance, including prevention, early detection,
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appropriateness of care, and effectiveness of treatment.
+ functional status
+ satisfaction of enrollees, practitioners, and purchasers
indicators within these categories could be general oran relate to specific
disease states. The work group also identified a set of priority medical conditions
that should be targeted for measurement.

Confidence in performance indicators will only be achieved when there are
adequate numbers of relevant and well-tested indicators that can offer a full profile
of health plan performance. With respect to health plans, this will require the
gathering and, as appropriate, adaptation of existing measures and the design of
new ones to fill in any gaps in the measurement framework. The Joint
Commission has begun this task by gathering information from existing databases
of outcomes measures, and by establishing a process to determine the specific
criteria against which indicators will be judged.

The Joint Commission’s fong-term objectives are to use outcomes and other
performance data to focus the on-site evaluation of the health plan standards
compliance, and eventually to create a continuous accreditation process.
Standards compliance is generally a good predictor of future good outcomes.
Where outcomes are less than satisfactory, this information can rapidly point to
areas where processes are not functioning properly (i.e., failed standards
compliance) and set the stage for performance improvement. Such improvement
initiatives need not occur periodically (that is, awaiting the next survey) but can,
and should occur on a real live basis as outcomes data are monitored continuously.
The Joint Commission is beginning to field test a continuous accreditation model in
central Pennsylvania where over 40 organizations have already agreed to
participate.

Throughout the nation, restructuring of health care delivery is taking pface.
Spurred by market forces, as well as by state reform initiatives, provider
organizations, practitioners and insurers are coming together in a variety of
innovative organizational structures to form new and increasingly complex delivery
systems. New options are also being considered for the Medicare program.
Meaningful quality evaluation is essential to the success of, and public confidence
in, the new delivery models. The private sector’s accrediting bodies have
developed and are using, refevant quality evaluation tools in the form of
performance-based standards and outcomes measures. We have previously worked
in successful collaborative ventures with the public sector and are prepared to do
so in this area as well. Working as a public/private partnership, we believe there is
a rich opportunity to design an effective quality evaluation and improvement
system that will build public confidence in Medicare managed care plans while
continually upgrading the level of care provided to our nation's elderly and disabled
citizens.
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ADDENDUM

Principles for Performance Measurement of Health Care Networks
-

Measurement of health status and health care quality are essential to the
improvement of health care.
The design of any meaningful measurement system must involve all key
stakeholders, including purchasers, providers, evaluators, consumers, and
government.
A basic requisite to the creation of a measurement system is the
establishment of a national framework within which measurement priorities
can be determined and measures developed.
The measurement framework must be applicable to networks and
components of networks; useful to purchasers and consumers in evaluating
the quality of networks and their components; useful to government in
formulating and assessing public heaith policy; and useful to providers in
improving care.
The measurement framework must promote efficient and concise
measurement that minimizes the associated administrative burden.
The measurement framework must promote the accountability of both the
network and the stakeholders of the network.
The measurement process should include definition of the individual or unit
accountable for each specific measure. :
The measurement system should be able to describe the health benefits
achieved both by individuals and the population served by the network.
Data system used for quality measurement and comparison must be built on
relevant measures that meet established criteria for reliability, validity, and
ease of data collection.
Data collection must focus on those data necessary for the measures, rather
than those data most readily available.
The measurement system must constantly anticipate its own improvement.

Source: Joint Commission on Accreditation of HealthCare Organizations 1293
waorkgroup on identifying indicators for use in the network accreditation program.

SELECTED CRITERIA FOR EVALUATING INDICATORS

-
Relevance - Applicability and pertinence of the indicator
Reliability - Ability of the indicator to accurately and consistently

identify the events it was designed to identify across
multiple settings

Validity - Extent to which the indicator raises legitimate questions

about the quality of care provided and the extent to
which opportunities for improvement are identified.

Discrimination - Extent to which indicator shows significant variation
Capability in performance across multiple networks

Benefit/Burden - importance of the measure balanced against the
Balance accessability of needed data elements, the relative effort

required to abstract or collect the data, and the
associated costs.
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Chairman BILIRAKIS. Thank you very much, sir.

Ms. O’Kane, what level of acceptance would you say that the
NCQA has in the industry?

Ms. O'’KANE. Well, I think we have been controversial in the in-
dustry to some degree in terms of we are willing to draw lines. As
you might imagine, some plans have not come out as well as others
in this process. So while there is a lot of support in the industry,
we are not universally loved.

I think a quality oversight organization that was universally
loved probably would not be doing its job.

Chairman ﬁlLIRAKIs. I was in the aerospace industry for many
years as an engineer, as well as a lawyer, and the quality assur-
ance people were never really the most loved in the organization.

Dr. O'Leary, what does your group think about the NCQA?

Dr. Q'LEARY. We have high regard for our colleagues in this
arena. We have collaborated on a variety of arenas, not in actuall
performing evaluations, but I think we see eye-to-eye pretty muc
on the standards base and the measurement base. In fact, I believe
you will see a lot of similarities between our standards for man-
aged care networks and between our respective measures.

Chairman BILIRAKIS. Ms. O’Kane, I have sort of glanced over
your written testimonty here, and I understand that you are cur-
rently in the process of accrediting 80 health plans.

Ms. O’KANE. Eighty health plans that have Medicare risk con-
tracts. There are about 200 health plans.

Chairman BILIRAKIS. Which enroll about two-thirds of the bene-
ficiaries in risk contract HMOs. '

Ms. O'’KANE. Yes.

Chairman BILIRAKIS. By the way, I think Mr. Waxman used the
ﬁigre like 2 percent of Medicare beneficiaries are in managed care.
I believe that figure is about 9 percent.

Ms. O’KANE. I thought so, too.

Chairman BILIRAKIS. In any case, do your standards differ in any
way from those set by HCFA for these HMOs?

Ms. O’KANE. Yes, they are considerably different. When we wrote
out standards, which was in 1990, we basically went through a
process of reviewing HCF’s oversight standards, some of the Joint
Commission standards, and other organizations that do quality re-
view. We particularly paid attention to what many Fortune 500
companies were doing in terms of evaluating the quality of the
health plans that they offered, because many of them were really
at the cutting edge, in our view.

So we like to think our standards advance the state of the art.
They really are very quality improvement oriented, as well. I think
there is some degree of overlap with the quality oversight process
within the Federal qualification and Medicare certification process,
but also considerable divergence.

Chairman BILIRAKIS. But where there is, shall we say, a clear
distinction—I hate to use the term disagreement, but clear distinc-
tion between certain standards, who basically controls it? Does
HCFA basically control, because they are the government?

Ms. O’KANE. Yes, they wrote their own. I believe that came out
of their regulatory processes.

Chairman BILIRAKIS. I see. Is that good?
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Ms. O’KANE. Obviously, we believe ours are better, of course we
do. We just went through a big process of rewriting them and we
think they are really quite good. This is a complicated business and
there is always room for improvement.

Chairman BILIRAKIS. When I asked my first question regarding
the industry and your acceptability—anx that is not intending to
just refer the providers, I also was thinking in terms of bene-
ficiaries, the consumer, and that sort of thing—what is your status
with those?

Ms. O'’KANE. Well, we get increasing numbers of consumer calls
because we have had more press coverage lately.

While we are on the topic of consumers, we have been doing a
lot of focus groups with consumers asking them about what kind
of cﬁua]it information they would like to have when they choose a
health plan. I think particularly for the Medicare population, there
really needs to be a lot of attention to educating consumers about
what to look for when they are choosing a health plan, especially
if a lot of consumers are going to be moving into Medicare managed
care. I think some thought ought to be given to some kind of infor-
mation broker organization that could actually help people sort
through the information that is increasingly going to be made
available. Because I think the information is complicated and there
could be a reaction that it is too confusing, and I do not want to
deal with it. So I would urge you to consider that.

Chairman BILIRAKIS. Certainly. If it is complicated now, it may
tend to be a little more complicated as we are talking about these
additional choices, and certainly it is not our intent to do that. I
just hope we do a fgood enough job of it.

The gentleman from Wisconsin.

Mr. CZKA. Thank you, Mr. Chairman.

The previous panel, In response to a question from one of the
Members of the Subcommittee, indicated that in the Medicare Pro-
gram there is about 10 percent fraud, waste, and abuse. Would ei-
ther of you in your professional judgment be able to speak to that?
I am trying to ascertain whether or not it is realistic to say that
it is 10 percent or something close to that.

Ms. O'KANE. I do not really have any basis for shedding any ad-
ditional light on it. I would agree with the statements that the
made that that is the number on the street, but it is obviously real-
ly hard to know for sure whether all fraud has been uncovered, so
it is a speculative number.

Mr. KLECZKA. Dr. O’Leary.

Dr. O’LEARY. Neither one of us has standards that specifically
address or have the ability to ferret out financial fraud and abuse
kinds of issues.

Mr. KLECZKA. Let us leave aside for the moment the Medicare
Program. How about in the private insurance market, HMOs, and
managed care type operations, would a 10-percent figure be com-
parable there also?

Ms. O’KANE. That seems to be the consensus number, the con-
ventional wisdom again. There may be some variation between the
private and public sector, I would imagine there might be.

Mr. KLECZKA. Like how much variation?

Ms. O’KANE. I cannot say.
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Mr. KLECZKA. So you do not really know if there is any?

Ms. O’KANE. I really do not know much about this at all.

Mr. KLECZKA. Let us say it is somewhere in the vicinity of 10
percent. Where in your estimation would the bulk of the fraud be
coming from? Is it from providers, is it from a particular %'roup of
providers? If I wanted to divvy up 10 percent, who would I at-
tribute the problem to?

Ms. O’KANE. I guess I think that there is fraud and abuse in the
system, I think that the major opportunities for improving the
value we get in health care comes from getting rid of some of the
costs of poor quality. I think that there are many costs in the sys-
tem of poor quality, unnecessary bad things that happen to pa-
tients like wound infections in the hospital that could have been
prevented. I think there are just enormous opportunities.

Mr. KLECZKA. But that would not be waste or fraud. That is just
poor medical care.

Ms. O’KANE. That is what I am saying.

Mr. KLECZKA. Let us go back. I am trying to ascertain who is re-
sponsible for it. Is it the providers? Can we say that the doctors
are at 5 percent, medical suppliers are 3 percent?

Ms. O’%ANE. I do not know that there is any particular number
that would be true nationwide. It probably varies in local situa-
tions. I do not have anything really to shed on the subject.

Dr. O’LEARY. I do not have any information, either. I think that
those who are inclined to commit a crime are not readily cat-
egorized and are more on an individual basis. You may be an indi-
vidual practitioner, you may be running a group, you may be run-
ning an organization, you might be an insurer. People are inclined
to commit crimes. The system does not have tight controls on it to
prevent those crimes and they will occur.

Mr. KLECZKA. In your estimation, is there any opportunity for
the beneficiaries themselves to engage in fraud and abuse?

Dr. O’LEARY. I think there are opportunities.

Mr. KLECZKA. Like where?

Dr. O’LEARY. Well, it is not an area that I have studied particu-
larly, but I think that mechanisms for payment and reimbursement
are complex. I have been a user of the delivery system and my fam-
ily has, and you can see that the system is not tightly run to pre-
vent duplicative payments, for instance.

Mr. KLECcZKA. But the payments would go to providers and the
only way the beneficiary would share in the fraud and abuse would
be 1f in fact they are in concert with the provider.

Dr. O'LEARY. No, that is not true. There are times when the ben-
eficiary pays or alleges to have paid a provider and seeks reim-
bursement directly from an insurer or from an HMOQ. That really
does happen. I can see opportunities for at last petty larceny in the
system. I do not know whether we are talking about a lot of money,
but these systems are complex and complex systems have a tend-
ency to die under their own weight.

Mr. KLECZKA. I am aware that this panel did not make the state-
ment and the other panel was gone by the time I got to my second
round, so I thank you for shedding a little light on it.

Chairman BILIRAKIS. I thank the gentleman.

The gentleman from Louisiana, Mr. McCrery.
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Mr. McCRrERY. Thank you, Mr. Chairman.

Ms. O’Kane, can you give us your opinion of how effective a
mechanism the 50-50 rule is as a means of assuring quality?

Mr. O’KANE. Well, I think it has played some mitigating role per-
haps, although it is a crude way of ensuring quality. As we evolve
the ways that we can lock at quality, I think that the 50-50 rule
will become less pressing, although there was a certain logic to the
50-50 rule when it was put in place.

Mr. McCRERY. And what was that logic?

Ms. O’KANE. I believe that the logic was that an organization
that could hold commercial enrollees would have to be providing a
certain level of quality and would have to have a certain infrastruc-
ture, so that presumably some of that could impact, would spill
over onto the Medicare population.

Mr. McCRERY. In other words, the rationale was that when you
say commercial enrollees, you are really talking about private sec-
tor enrollees——

Mr. O’KANE. Right.

Mr. McCRERY [continuing]. People that are not in government
prﬁframs, but are in private sector programs.

s. O’KANE. Right.

Mr. MCCRERY, %he rationale was that those private sector enroll-
ees would demand quality and therefore assure a certain level of
quality that would then trickle down, shall we say, to the govern-
ment enrollees?

Ms. O’KANE. I suppose, yes.

Mr. McCRERY. As we hear more from the private sector about
ways to measure quality, and we are talking today a little bit about
how the government can catch up to the private sector, it really
concerns me that we are studying another government mechanism
or structure to put in place. We have found through the years that
as the government puts in place a structure or a mechanism, it is
sometimes quickly outdated. Can you give us any insight as to how
we create a mechanism or how we keep from locking in a mecha-
nism that might work well today, but soon becomes outdated?

Dr. O’LEARY. I think that what you need is an adaptable mecha-
nism that does not create a hierarchy nor add people. Our experi-
ence in working with HCFA, for instance, in hospital oversight, is
that HCFA has required relatively little staff in order to run a
pretty effective oversight program in the private sector.

I see the role of government in this arena as being the standard-
ization of the measurement tools that are going to be applied; to
work with the private sector in determining what those should be,
and then putting them in place and using that as the reference
point; then determining who in the private sector is capable of car-
rying out evaluation against those standards, and even spot check-
ing our performance. That is not an elaborate system, but it has
the checks, balances, and oversight that permits the government to
meet its oversight responsibilities.

Ms. O’KANE. May I answer that?

Mr. McCRERY. Sure.

Ms. O’KaNE. I think we agree with the implication in your ques-
tion that there is a real opportunity here for the public and the pri-
vate sectors to work together andy for the public sector to benefit
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from the ability of organizations like ours to move quickly to ad-
vance the state of the art and to respond to changing conditions in
a way that we seem to be able to do more effectively maybe, be-
cause we do not have to go through the political process.

Mr. McCRERY. Thank you. I certainly would not mean to imply
anything with my questions, but I appreciate your responses.

Chairman BILIRAKIS. I thank the gentleman.

Mr. Ensign.

Mr. ENSIGN. Thank you, Mr. Chairman.

Dr. O'Leary, in your testimony, you argue that there is no need
to create new standards because organizations such as yours have
already developed them and that there is no need to add any new
oversight bureaucracy. If this is the case, how quickly do you be-
lieve we could implement a standard system for measuring quality?

Dr. O’LEARY. I think that putting in place a standards based sys-
tem could occur within months to, at the outside, 1 year. Now, the
development of applicable standards, just like the development of
applicable performance measures, is an evolving process, so what-
ever you put in place, you need to have an ability to update over
time. But I feel sufficiently confident in the standards that we have
for managed care networks and in the ones that NCQA has, to say
that those are state-of-the-art standards. Those could be melded to-
gether very readily with very little cost to put in place the kind of
oversight mechanism that I think people are interested in.

Mr. ENsIGN. Do you think—and this gets back to a little bit ear-
lier questioning—that the Medicare population is a fairly, let us
not say cynical, but skeptical group on whether what somebody is
telling them is the truth and they can count on the information?
Do you think that these are standards of quality that this popu-
lation would be willing to accept?

Dr. O’'LEARY. Yes, I think as long as they understand what they
are. My experience in dealing with the Medicare population is that
their knowledge base as to available mechanisms and their ability
to interpret performance information is limited. I put that burden
on us. That is our job, to make sure that they learn about that.

But the kinds of standards that we are looking at are of the most
basic, and we are talking about patient rights and responsibilities,
organization ethics, patient assessment, patient care, management
of information, and performance improvement. This is not esoteric
stuff. These are basic fundamental expectations of the performance
of any health care organization.

Mr. ENSIGN. Ms. O’Kane, I would like to explore this. You men-
tioned the cost of poor quality and that whole concept. I would just
like to take a couple of minutes and address that with you. In busi-
ness outside of the health care industry, whether it is manufactur-
ing or the service industry, people understand the cost of quality
and actually how much money they can save in the long term with
proper management techniques, and with proper systems put in
place that people can operate under. That is usually within one or-
ganization that you are doing that with, and it is usually top-down
driven.
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Addressing perhaps those kinds of concepts within the whole
Medicare field, we are dealing with all these different companies,
all these different doctors, their own bosses, their own type of situ-
ation where it is not a top-down driven system.

Ms. O’KANE. I think that while it may not be necessarily top-
down and sort of uniform the way a manufacturing firm is, there
is a system quality in a good managed care organization that has
to be there in order for it to effectively do its job. I think about ex-
amples like asthmatics that wind up in the emergency room or ad-
mitted to the hospital because their asthma has not been managed
effectively. That drives up the costs of the system, and it makes the
patients unhappy and very anxious. There is really little good to
be derived from a system that is not working in that area.

To use the Medicare example, people with chronic obstructive
lung disease also carefully managed on the outpatient side, you can
avoid those kinds of crises and that kind of exacerbation which
drives up the costs of the system tremendously. There are just mul-
tiple examples of chronic illnesses in the Medicare population that,
if effectively managed in the outpatient setting, will prevent hos-
pitalizations that are costs for quality.

Mr. ENSIGN. Do you see this then mainly being applicable to a
managed care situation and not to the general population, as well?

Ms. O’KANE. Only a managed care population has the system
quality so that it is able to find out who are the relevant popu-
lations, how do they intervene, which parts of the system are not
working, where do they need to put in a case manager, where do
they need to put in a patient education program. So you cannot do
that in a cottage industry, which is what I believe fee-for-service
Medicare is at this point.

Mr. ENSIGN. Thank you.

Thank you, Mr. Chairman.

Chairman BILIRAKIS. I thank the gentleman.

The gentleman from North Carolina, Mr. Burr.

Mr. BURR. Thank you, Mr. Chairman.

Welcome, Ms. O’Kane and Dr. Q'Leary. I am fortunate that in
Winston-Salem, North Carolina, we just had an insurance company
who introduced an HMO plan for seniors, so I have first-hand
knowledge of the fact that we can introduce options into the mar-
ketp'}ace. I am just curious, has that plan been rated, or is that too
new?

Ms. O’KANE. I do not know, but I can get you that information.

Mr. BURR. I would appreciate that.

Ms. O’KANE. I know that we have done some partners plans, but
I do not remember if the North Carolina plan has been evaluated
or not.

Mr. BUrR. I would appreciate it if you could supply that.

[The following was subsequently received:]

CIGNA HealthCare of North Carolina is scheduled to be surveyed on October 7,
1996. Kaiser Foundation Health Plan of North Carolina received provisional
acceditation. PARTNERS National Health Plan of North Carolina received provi-

sional accreditation. Personal Care Plan has been surveyed and is awaiting a deci-
sion. Prudential Health Care System of Charlotte received full accreditation.
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Mr. BURR. Let me go back to a question I asked of the GAO, and
it specifically dealt with HCFA trying to replicate the successes of
the private sector. I guess what I want to ask you is, as one who
is an expert on the quality of plans in the private sector, would you
agree with the GAO that HCFA has quite a ways to go to replicate
the successes?

Ms. O’KANE. We are very proud of the work that we have done.
We think we have advanced the state of the art.

Mr. BURR. I will try one more time, and I certainly understand
that you are on a fine line. Seldom do we have somebody whose ex-
pertise is in front of us that deals with the quality of care, and I
think that the challenge for this Subcommittee is to meet or exceed
the current quality of care that is created in the system.

To do that, we must first establish what that quality of care is,
and a very important aspect of that is to determine whether HCFA
and the fee-for-service plan as currently designed and really under-
written by the Federal Government can be improved, and if in fact
the private sector has made advances ahead of the Health Care Fi-
nancing Administration.

Dr. O'LEARY. I think we always will be ahead, because we have
ready access to the kinds of expertise and input that are necessary
to build state-of-the-art standards, and we can tap into a wide
range of professional expertise, to consumer groups, to purchasers,
and we do not have a regulatory bureaucracy to go through in
order to put those in place. So we will always I think be on the
cutting edge.

My experience and I think my colleague’s experience is there has
been a lot of interest on the part of HCFA in tapping into what we
have been able to develop. The process through which new regula-
tions or conditions of participation are put in place is cumbersome.
It takes time and there are a variety of obstacles, and sometimes
HCFA seems to fall short I think of both the timeliness and the
degree of toughness of its standards.

There is also some philosophy that has been afoot in government
that government standards should be minimum standards, and 1
understand the need for that where you are an enforcing and cer-
tifying agency. We are not bound by that and we can engage more
in reach-for-the-sky standards, and indeed both of us have stand-
ards that are strongly intertwined with quality improvement prin-
ciples that say that the oversight mechanisms should not create a
ceiling. It should be a base upon which organizations build, and
private organizations will always have that advantage over the
government.

Mr. BURR. So, in fact, the private sector displays much more cre-
ativi;;y in its approach to specific problems than in this particular
case’

Dr. O'LEARY. We are unshackled in that regard.

Ms. O’KANE. Let me just add, though, that we have been talking
to HCFA about working with them jointly on some HEDIS meas-
ures that would really address particular concerns of the Medicare
population, so I want to make that for the record.
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Mr. BURR. I think we would all admit that HCFA has reached
out to try to take advantage of some of the lessons that are out
there. I think the disagreement we might have with some of the
administration is how quickly they understand and if they ever do
img]ement them, and I think that is certainly something we have
to find out.

Mr. O’Leary, just one thing, in your testimony you wanted to
leave us with two messages. The second one is there is a compel-
ling need to standardize the quality evaluation framework for Med-
icare managed care plans to assure consistent relevant oversight of
these plans. I would just ask you, is there a difference in evaluat-
ing the quality of a Nfedicare managed care plan and an HMO out-
side of the senior population?

Dr. O’LEARY. For all intents and purposes, no.

Mr. BURR. Let me ask either one of you or both of you: Based
upon the work that you do, if you were to rate the current health
care plan that we have for seniors in this country, how would it
rank from a standpoint of quality assurance?

Ms. O’KANE. Do you mean where we are right now in terms of
the way the Medicare Program is working?

Mr. ﬁURR Yes.

Ms. O’KANE. I could not give it a very high mark.

Dr. O’LEARY. I think if you at least focus on the areas in which
we have relationships with the Federal Government, HCFA, I
think you are seeing some fairly major changes in—

Mr. BURR. I am asking you to make a decision, if you were to
rate it, base it off of where we are today—the point here is can we
make progress, can we improve the quality of care for seniors over
what they have today?

Dr. O’IZEARY. I think the answer has to be yes. My only caveat
was I know that there are plans in process to move forward, irre-
spective of where we are today, that the answer to your question
is yes.

Chairman BILIRAKIS. The gentleman’s time is expired.

Mr. BURR. I thank both of you. I yield back the remainder of my
time.

Chairman BILIRAKIS. They are both shaking their heads yes.

Mr. Thomas, the Chairman of the Ways and Means Subcommit-
tee.

Chairman THoMAs. I thank the gentleman.

I want to continue in that direction in just a slightly different
way. It is interesting that most of the examples are of critics who
do not want us to really focus on making what I think are positive
and healthy changes by turning HCFA inside out, as I say, or rely-
ing on the private sector and those who are out there.

What bothers me a lot is that the implication is that, well, folks
on Medicare are getting the best quality assurance program, we
have got the best administration, and the folks out there in the pri-
vate sector really—I mean there are a bunch of sleazies out there
and the structures that are out there overseeing what is going on,
I mean you would not want them, if you really knew what was
going on,

I get this constantly from our critics, and it just amazes me that
they have to rely on examples of 20 or so years ago to talk about
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the state of the industry. Ms. O’Kane, where was your organization
20 years ago?

Ms. O’KANE. Well, this organization existed, but it was not active

20 years ago. It existed on paper, really.

hairman THOMAS. So clearly with the growth of coordinated
carﬁ programs in the private sector through the eighties and espe-
cially:

Ms. O’KANE. Actually, 20 years ago it did not exist. Excuse me,
I did bad math there.

Chairman THOMAS. Around 1975.

Ms. O'’KANE. Right. No, it did not exist in the seventies.

Chairman THOMAS, I know how you feel. To me, 10 years ago
was 1975, and then someone says no, that was 20 years ago. You
did not exist. In fact, you have grown and developed as the ap-
proach to the delivery of medicine that you now oversee on quality
assurance has grown.

Ms. O’KANE. Right.

Chairman THOMAS. Dr. O’'Leary, your organization 20 years ago?

Dr. O’'LEARY. We did exist, but we had an accreditation process
that you will find very few threads of remaining today. Basically,
it has totally revamped itself to focus on performance and on out-
comes measures, and we in fact——

Chairman THoOMAS. In fact, did you not go through a name
change during this period?

Dr. O'LEARY. We went through a radical change during this pe-
riod of time. '

Chairman THOMAS. And name in terms of focus. Were you not
originally just looking at hospitals?

Dr. O'LEARY. Looking at hospitals, and today we accredit across
seven fields and over 15,000 organizations. Hospitals are a signifi-
cant segment, but not the majority of what we do.

Chairman THOMAS. So when folks use the examples of horror sto-
ries and they have to go back 20 years, I mean the value of that
in reflecting on today’s marketplace, today’s private sector certifi-
cation and the rest really is not of much value. Do you not think
that is true?

Dr. O’LEARY. Yes.

Chairman THOMAS. Then let us take a look at today’s perform-
ance standards. I understand, Ms. O’Kane, that you mentioned
that you accredit 80 health plans which enroll about two-thirds of
the Medicare beneficiaries in the TEFRA risk contracts?

Ms. O’KANE. Let me clarify that again, because you were not
here. We have accredited about 200 health plans, 80 of which have
TEFRA risk contracts.

Chairman THoMAS. Of course, HCFA has to approve those. And
where were you in matching up with approval of what HCFA had
approved?

Ms. O’KANE. We have not done that analysis, but I just told one
of my staff we ought to do that analysis, because I know that there
have been discrepancies.

Chairman THoMAS. And discrepancies meaning what, that
maybe some HMOs met the Federal standards and actually
flunked your standards, that in fact the private sector standards
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may be more rigorous and closer to what we are currently looking
for on quality standards than what HCFA is doing?

Ms. 8’KANE. Yes. I do not know how many cases that happened
in, but I know of at least two cases where that happened.
| Chairman THOMAS. I hope you move into that study fairly quick-

Ms. O’KANE. We will have it done by next week.

Chairman THOMAS [continuing]. Because my understanding from
the previous panel is we are going to get a (tx’AO study, and it al-
ways worries me a little bit when government gives us an opinion.
I would love to have a second opinion from the private sector on
whether or not their accreditation process seems to give HCFA
high marks in terms of the Federal standards, and I look forward
to your cursory examination. But my understanding is that—I
apologize for speaking over you—is that you know of two instances
in which somebody got flying colors from HCFA and in fact failed
your standards.

Ms. O’KANE. That they were federally qualified. I do not know
if they got flying colors.

Chairman THOMAS. The way we operate, if they meet the stand-
ards, that is it?

Ms. O’KANE. Yes, I think so. I do not think there are gradations,
but I am not that familiar with the Federal qualification process.

I do want to make the point that we set our standards high. We
did try to make them stretch standards, so there is a different phi-
losophy about setting not a floor, but this is considered a good
heaﬁh plan if it is accredited by NéQA.

Chairman THOMAS. The bottom line is that if we turn to the pri-
vate sector, we are probably going to find a better quality product
because the standards are higher m the private sector.

Thank you very much.

Chairman BILIRAKIS. I thank the gentleman.

Dr. Ganske, would you like to inquire?

Mr. GANSKE. Thank you, Mr. Chairman.

Ms. O’Kane, can you delineate a few of the patient protections
that you think wouf;l be important, as we look at Medicare man-
aged care plans?

Ms. O’KANE. I think it is important that the complaint and griev-
ance system work very effectively. I think it is important that there
be an effective process for credentialling the physicians in the
health plan. I think it is important that the utilization manage-
ment practices of the health plan are based on current medical
knowledge, that there are appeals mechanisms for physicians, that
patients also have the right to appeal in the case where there is
a denial.

Mr. GANSKE. Do you have any specific ideas in terms of how you
would set up an appeals mechanism that would help meet insurer
due process for both patients and providers?

Ms. O’KANE. We have a grievance system, a set of grievance sys-
tem standards in our member rights and responsibilities statement
which I will be happy to submit for the record. Basically, we want
to see that there has been effective resolution of the problem in a
timely manner, that the plan studies what is causing a lot of the
compfaints and grievances and goes back and corrects root causes,
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and so forth. So we are looking for an effective process that solves
individual problems, but also that goes back and is addressed at
the system level.

I was really talking about the utilization management. If a plan
were to say a certain medical service was inappropriate and the
physician disagreed that it was inappropriate, our plans have to
have an appeals mechanism for the physician where that decision
can be reviewed.

[The following was subsequently received:]
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Mr. GANSKE. Frequently, I suspect disputes arise because enroll-
ees will claim that they did not fully understand the full provisions
of a plan or the restrictions of a pl);m. Do you think it will be im-
portant for us to address that issue as we talk about expanded
managed care?

Ms. O’KANE. Yes, I do. In our standards, we have standards
about the clarity of the information. We actually look through their
materials to make sure they are clearly explaining how the system
works. We have done a lot of focus group work, and this is an area
where patients consistently tell us that they did not understand
how the plan worked, and where 1 have suggested, particularly
with the Medicare population, that additional care should be taken
to have information brokers, perhaps some senior organizations,
that could help people really understand how the system works be-
fore they choose to enroll in the system.

Mr. GANSKE. Thank you very much. I yield back my time.

Chairman BiLmaKis. I thank the gentleman.

I am going to excuse this panel at this point. Thank you so very
much. You cannot imagine how helpful you have been.

Ms. O’KANE. Thank you very much.

Chairman THOMAS B;')residing]. The next panel, I would ask you
to come forward, consists of Dr. Bristow, president, American Medi-
cal Association; Mr. Sprenger, chair-elect, Board of Trustees, Amer-
ican Hospital Association; Mr. Walwortil, president, Health Alli-
ance Plan of Michigan; and Ms. Lehnhard, senior vice president,
Policy and Representation, Blue Cross & Blue Shield Association.

I will indicate to all of you that if you have any written testi-
mony, it will be made a part of the record and you may proceed
to inform the joint Subcommittees in any manner you see fit.

Dr. Bristow, by your attendance today—and I have not been
keeping count—you may now be only two behind the American As-
sociation of Retired Persons. They declined to come today, so you
have a chance down the stretch to at least break even with certain
senior organizations. It is a pleasure to have you with us and to
underscore the fact that you are one of the groups that have taken
us seriously in saying, look, folks, this is not easy, take a look at
it and give us your ideas. So we are pleased to have all of you with
us, and we might as well start with Dr. Bristow.

STATEMENT OF LONNIE R. BRISTOW, M.D,, PRESIDENT,
AMERICAN MEDICAL ASSOCIATION

Dr. Bristow. Thank you very much, Chairman Thomas and
Members of the Subcommittees. My name is Lonnie R. Bristow,
M.D. I am a practicing internist from San Pablo, California, and
president of AMA, the erican Medical Association.

Today I am pleased to offer our views and suggestions on the
most important questions this Congress will face in reforming Med-
icare, that is what should be the appropriate standards required to
protect our Medicare patients and who should be responsible for
developing these standards. While choice is the heart of our pro-
posal, the AMA believes that health plan standards and patient
protections are its backbone.

As we see it, there are two challenges that the transformation
will present: First, patients must be assured that the quality of
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care they have come to expect will continue. To meet this objective,
standards must be put in place in both the public and private sec-
tors. Second, the innovations in quality and efficiency occurring
throughout the country must be identified, evaluated, and then in-
tegrated into Medicare plans. Now, this will allow a transformed
Medicare system to provide the cost savings needed while improv-
ing the quality of care provided.

As Medicare beneficiaries are offered more choices, they must be
given the appropriate tools and information to make the choices
meaningful. To this end, the AMA urges Congress to include the
following five principles in Medicare re%orm which have enjoyed bi-
partisan support:

Disclose to patients plan information on their rights and respon-
sibilities; appropriate professional involvement in medical policy
matters; disclose utilization review plan policies and procedures;
patients must have reasonable opportunity for choice of physicians,
delivery systems and plans; and patients must have reasonable ac-
cess to physicians and specialists.

In addition, there are legitimate concerns regarding market seg-
mentation and practices designed to attract healthy enrollees.
Plans should benefit from competition and their ability to construc-
tivel{ improve the health care delivery process, but they should not
be allowed to seek out and cover only relatively healthy individ-
uals, while avoiding the sicker, more costly elderly. An insurance
company should be prohibited from offering physicians and physi-
cian groups inducements to reduce or limit medically necessary
services provided to patients.

In order to allow the market to operate, however, there should
be flexibility in how these principles are achieved. For example, ac-
creditation by voluntary private sector bodies should be recognized
as an alternative to l(;}i’rect government regulation. Also, the pa-
tient-physician relationship must be safeguarded by allowing physi-
cians to seek reasonable participation in plans. ’I}‘Ihey shoulg also
have the ability to review the reasons why participation would not
be continued.

To guarantee fairness, enrollees and providers should have ac-
cess to a disputes resolution system where differences occur with
administration policy. Physicians have a duty to ensure that pa-
tients receive necessary and appropriate care. It is therefore rea-
sonable that physicians should be allowed to be involved in the de-
velopment of medical policies of a plan. We also believe that quality
management systems and utilization review programs should be
based on sound scientific and medical information. Costs cannot be
allowed to drive quality.

To put muscle on the backbone of Medicare standards, we are
proposing the creation of a “partnership for health care value,” to

ive practitioners and plans the best clinical judgments possible.

his congressionally chartered corporation would be governed and
funded by a broad range of private and public health care entities.
The wor{ of the partnersgip is detailed in the AMA’s trans-
formation proposal previously submitted to you.

Members of the Subcommittee, choice demands options, and
many physicians want the opportunity to order their own inte-
grated delivery systems. They believe they could compete against
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the large corporate health care plans and powerful insurance com-
panies, if given the chance. Many multispecialty group practices al-
ready do so; for example, the Cleveland Clinic, Oschner Clinic, and
the Mayo Clinic.

The second obstacle in their way, however, relates to antitrust
concerns. The Department of Justice and the FTC have promul-
gated a very narrow set of guidelines. Unlike insurers and other
nonproviders, it is still consi(F:"ed illegal for physicians to form cer-
tain kinds of networks and plans such as PPQOs. Additional legisla-
tive action is needed to clarify the antitrust laws in this area.

In closing, the AMA’s proposal is based on the idea of a competi-
tive market-driven system as the best option for the future of the
Medicare Program. It offers more choice and the greatest value to
senior citizens and the disabled. Patients will have the opportunity
to make wise prospective choices of physicians and financing mech-
anisms, but Congress must ensure that adequate standards are in
place to protect them.

Thank you for the opportunity to present our views, and I wel-
come your questions.

[The prepared statement and attachments follow:]
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Statement
of the
American Medical Association
to the

Subcommittee on Health
Committee on Ways and Means

and the

Subcommittee on Health and Environment
C i on C ce

U.S. House of Representatives

RE: STANDARDS FOR HEALTH PLANS PROVIDING COVERAGE IN THE
MEDICARE PROGRAM

Presented by Lonnie R. Bristow, MD

July 27, 1995

Mr. Chairman Thomas, Mr. Chairman Bilirakis and Members of the Subcommittees, My
name is Lonnie R. Bristow, MD. I am a practicing internist from San Pablo, California,
and President of the American Medical Association (AMA). As you know, 1 have recently
had the opportunity to testify before both of your Subcommittees regarding the AMA’s views
on the factors precipitating Medicare’s current crisis as well as the AMA’s proposal to
transform Medicare. Today, I am pleased to offer our views and suggestions concerning
what we believe is one of the most important questions Congress will face during this debate
-- that is -- what are the appropriate standards required to protect our Medicare patients in an
environment that is conducive to choice and who should be responsible for developing
standards and protections.

As I mentioned in previous testimony, the heart of the AMA's proposal is based on a
competitive market-driven system which offers more choice to senior citizens and the
disabled without placing them at risk. Without again going into detail, these choices would
range from remaining in the restructured Medicare program, to selecting from various
competing health plans, including managed care plans, to investing in a Medical Savings
Account (MSA) coupled with a catastrophic coverage. The government would pay the same
amount regardless of the patient’s choice.

The AMA believes that while choice is at the heart of our proposal, health plan standards
and patient protections are its backbone. As we see it, there are two challenges that the
transforrnation will present. The first is to adequately assure patients that the quality of the
care they have come to expect can be maintained at a high-level, even in a market-driven
system focused on costs. We believe that 1o successfully achieve this objective, standards
must be put in place in both the public and private sectors.

The second challenge is ensuring that innovations in efficiency and quality occurring
throughout the country can be identified, evalvated and then integrated into Medicare plans.
In other words, Medicare beneficiaries, if given a choice must also be given the appropriate
information to make these choices in an informed manner, and plans must be given the
appropriate clinical information to improve quality and reduce costs.
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The AMA maintains that as Medicare beneficiaries are offered more choices they must be
provided with the appropriate tools to make these choices meaningful. The AMA urges that
plans be guided by the following principles which enjoyed bipartisan support in the past
Congress. In general, plans should:

L] disclose to patients plan information, rights and responsibilities;
L] provide for appropriate professional involvement in plan medical policy
matters;
. disclose utilization review plan policies and procedures;
L] provide reasonable opportunity for patient choice of plans and physicians; and
L] provide reasonable access to physicians and specialists.
DISCLOSURE

More specifically, plans should disclose to patients information on plan costs, benefits,
operations, performance, guality, incentives and requirements to potential and current
enrollees. In selecting plans, individuals need information to understand how the plan
operates, what they get in benefits, what they must do to ensure that services are covered,
where and from whom they get services, and how plans compare on items such as quality
indicators, patient satisfaction, cost control programs, and grievance procedures.
Furthermore, there are legitimate concerns regarding market seg ion and marketing
practices designed to attract healthy enrollees. While plans should be allowed to benefit
from competition and their ability to constructively improve the health care delivery process,
they should not be allowed to seek out and cover only relatively healthy individuals while
avoiding the sicker, more costly elderly. Marketing practices need to be evaluated as well
and insurance companies should not be allowed 10 offer physicians and physician groups
inducements to reduce or limit medically necessary services provided to patients. The AMA
believes that there should be a minimum set of provisions that plans must meet and
enrollment procedures that plans must comply with that are fair and avoid inappropriate
market segmentation.

As a federally funded program it is important to assure that there be some minimum set of
services that each plan provides with appropriate incentives for preventive services. Plans
should have flexibility as to how they provide the services and should be able to enhance the
benefit package in any way that meets customer and market needs. At the same time, plans
also need to have arrangements so that enrollees can expect reasonable access to all
medically necessary and appropriate care. In order to allow the market to operate, however,
there should be several allowable alternatives in achieving these requirements. For example,
to the greatest extent possible, accreditation by voluntary private sector bodies should be
recognized instead of direct government regulation. Therefore, procedures should be put in
place for recognition of private sector accreditation programs.

DISCLOSURE OF PLAN POLICIES AND PROCEDURES

In order to guarantee faimess and that necessary medical services are provided, procedures
must be established that provide enrollees and providers with a system to resolve disputes
within the plan. In cases where the grievance or dispute cannot be resolved within the plan,
participants should be able to seck ind: dent means to add the problems.

1 2

Due 1o the nature of the patient-physician relationship, physicians should be allowed to seck
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participation in plans. Physicians should also have the ability to examine with the plan the
reasons why participation would not be continued, for example, where involuntary
termination occurs.

APPROPRIATE PROFESSIONAL INVOLVEMENT

We believe that it is the duty of physicians to ensure that their patients receive necessary and
appropriate care regardless of the setting or method of payment in which that care is
delivered. To make certain that physicians are able to meet this obligation, plans need to
provide a process, such as a medical staff, for meaningful physician involvement in the
development of medical policies of the plan, including drug formularies. It is also necessary
for plans to have procedures and methods that assure that high quality care is provided, yet
plans should also be given some degree of flexibility in order to achieve these standards and
to encourage innovations in quality improvement and cost-effective care. In addition, the
AMA believes it is well suited to develop a program for physician performance assessments.

DISCLOSURE OF UTILIZATION REVIEW

In plan quality management systems and utilization review programs, it is necessary that
these programs operate to enhance patient care and be based on sound scientific and medical
information. Cost alone cannot be allowed to drive quality. Those who are involved in final
decisions should be knowledgeable and qualified in the area they are rexiewing. Procedures
need to be fair and prompt. '

ADMINISTRATIVE SIMPLIFICATION

Accrediting bodies that now exist for managed care and other health benefit plans, such as
the National Committee on Quality Assurance (NCQA), properly require that each plan have
procedures regarding credential verification, inspections and other mechanisms to assure that
the practitioners and the facilities within their programs are capable of delivering care and
meeting plan quality and other standards. Unfortunately, when a physician or a medical
group participates in more than one plan, there can be multiple inspections and other
administrative requirements that serve the same purpose but provide no new information and
increase costs and divert attention away from patient care. Therefore, to the greatest extent
possible, uniform information requirements and inspection or certification procedures should
be established to avoid duplication of efforts and increased costs. The federal government
should foster this uniformity by providing grants to private scctor organizations for the
development of acceptable uniform dards, proced and inspections. Provider
credential verification should be made as easy as possible. To avoid duplication of efforts, a
private verification service should be recognized in lieu of repeated validation of primary
source data. Likewise, when a plan contracts with an Individual Practice Association (IPA)
for the provision of physician services, it should delegate verification to the IPA.

With respect to federal regulations and administrative simplification, federal law currently
requires an opportunity for public comment on proposed rules. This involvement takes place
after the drafting has already occurred and in a context that is not conducive to give and
take. Therefore, in areas where there will be continued federal regulation, the AMA
recommends that a major emphasis be placed on using negotiated rulemaking procedures to
improve the quality of needed regulations in the health care sector.

PARTNERSHIP FOR HEALTH CARE VALUE

Just as Medicare beneficiaries should be afforded the tools to make wise and informed
choices, plans and practitioners should also be given the appropriate tools to make the best
clinical judgments. Therefore, to put muscle on the backbone of the Medicare standards we
are proposing, an unprecedented "Partnership for Health Care Value,” should be created.
The Partnership could be a Congressionally chartered corporation similar to the National
Academy of Sciences and the Institute of Medicine and would focus on private and public
sector efforts devoted to practice guidelines development and organizing a structure to guide
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development and dissemination of improvements in medical practice and health care delivery.
The Partnership should be governed and funded by rep ives from | societies,
hospital associations, insurers and national managed care companies, accrediting agencies,
employers, consumer groups, and the federal agencies. It would act as a clearinghouse and
marshall private sector resources devoted to the develop and application of medical
standards. These standards or practice guidelines would be used by both clinicians and
health benefit plans as a basic protection for patients 1o assure that they receive state-of-the-
art medical care. The work of the Partnership would include:

4

Anred

[ Developing Is for ement and reporting,
including the content and format of electronic patient records, and
guiding and coordinating efforts to gather outcomes data;

[ Coordinating technology and blishing standards for
technology, dissemination and use;

° Establishing priorities for guideline development through analysis of
variations in practice or important procedures;

L] Creating guidelines for coordinating the development of, and
disseminating practice parameters;

L] Creating guidelines for the development of melho'dology for profiling
and evaluating health care providers;

° Developing interventional tools and education programs to change
practice patterns;

L4 Making recommendations about the content of basic benefits packages;
and

L] Evaluating health care spending and pinpointing areas needing study
and corrections.

While it may come as a surprise to the uninitiated, it is a fact that current standards for
treatment practices and outcomes vary considerably. The AMA believes that by creating the
Partnership, both practitioners and plans may begin the arduous and comprehensive process
of developing a common standard of medical care that can be measured, analyzed and
evaluated.

PHYSICIAN SPONSORED COORDINATED CARE ORGANIZATIONS

The AMA recognizes the need to transform the Medicare system. The AMA also
understands that many physicians want the opportunity to offer their own integrated delivery
systems and believe they could compete against large corporate health care plans and
powerful insurance companies, if given the chance. The benefits to the Medicare program
would be lower costs and higher quality of care than in non-physician/provider health plans.
For example, costs would be lower because contracting with a Physician Sponsored
Coordinated Care Organization (PCCO) instead of an insurer could eliminate a layer of profit
and overhead. Quality would be higher because physicians would have direct control over
medical decision-making, and physicians are best qualified to strike the balance between
conserving costs and meeting the needs of the patient.

There is already a substantial infrastructure of PCCOs. The ideal PCCO is physician
directed, with vehicles for input from the physicians that deliver health care through the
PCCO. They include large, multispecialty group practices such as the Permanente Medical
Group, and, in more recent years, the Cleveland Clinic, Oschner Clinic, and the Mayo
Clinic, academic medical centers, large "clinics without walls,” and hospital systems that
have partnered with physician networks. Many of these PCCOs include a full range of
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providers and are capable of contracting to provide care for Medicare beneficiaries.

In addition, many physicians and other providers are interested in forming PCCOs.
Physicians and hospitals are exploring ways to organize themselves so they can operate on a
prepaid basis. There are almost no communities in the United States where physicians and
other providers are not considering or actively forming a PCCO. If these explorations
resulted in the formation of numerous new PCCOs, the public benefits would be substantial.

There are, however, obstacles to realizing the benefits of competitive PCCOs. One is a
trend towards treating PCCOs that operate on a prepaid basis as insurance companies that are
required under state law to register as insurers and comply with all applicable state
regulations. Treating PCCOs as insurers does not make sense because, unlike the
conventional insurer or HMO, a PCCO consists of the physicians and providers capable of
delivering the product that it has contracted to provide on a prepaid basis. The PCCO does
not have to contract with providers to deliver the care. Requiring the PCCO to comply with
insurance regulations adds unnecessary costs to their operations. Instead, a PCCO should be
likened to a self-insured pian in so far as a seff-insured pfan pays out its own benefits using
its own resources and assets in conjunction with reinsurance as a guarantee against excess
claims.

The second problem is legal obstacles to the formation of PCCOs. Physicians and other
providers face substantial practical problems that must be solved in the formation of a
PCCO. While they do have on hand the ability to provide the services, they lack the capital
resources that insurance companies and national managed care organizations have, and they
lack the management infrasiructure. To make matiers even more difficult, legal regulations
simply bar the formation of certain kinds of PCCOs. Compliance with legal regulations adds
substantial costs and time to the organizational effort. For example, although the Department
of Justice and the Federal Trade Commission have promulgated a set of Guidelines, it is still
considered illegal for physicians to form certain kinds of networks and plans. Insurers and
other non-providers may organize networks and plans without the same legal barriers.
Additional legislative action is necessary on issues such as single and multi-provider
networks.

Current trends in health care delivery and finance require that physicians and other providers
cooperate to form health care delivery networks that are (1) capable of providing
comprehensive health care services in a coordinated fashion, and (2) capable of managing
financial risk, such as capitation and fee withhold arrangements. However, our legal
structure has not yet adjusted to the new economic conditions. Several sets of laws actually
interfere with the ability of providers to develop health care delivery systems, including
antitrust laws, bars on legitimate self-referral, fraud and abuse laws, the tax regulation of
pension plans, laws regulating tax exempt entities, and others.

To prevent physician values from being submerged and lost as a contribution to the
competitive system, the minimum accommodation needed today is clarification of the
antitrust laws supporting the rights and abilities of physicians and other providers to jointly
present their views on any matter to insurance plans on behalf of themselves and patients.
These changes should be made with the clear recognition that they are appropriate as long as
no boycott and price-fixing is involved.

CONCLUSION

The reforms we propose are a fundamental shift away from government control toward
personal responsibility, individual choice and an invigorated Medicare marketplace. The
AMA'’s proposal is based on the idea of a competitive market-driven system as the best
option for the future of the Medicare program because i offers more choice with the greatest
value {0 senior citizens and the disabled. We must give the patient both the opportunity and
the responsibility to make wise prospective choices of physician and financing mechanism,
with the reasonable opportunity to change either if they prove unsatisfactory. An effective
health care marketplace is only achievable if we rid ourselves ef the current program’s
distortions that have had the perverse effect of aggravating, rather than easing, the
government’s burden in keeping Medicare’s promise. We do, however, recognize the need
for appropriate patient protections and rules to assure that a competitive market place meels
the programs goals and responsible. As long as Medicare insulates patients from the true
cost of the services they are consuming, a competitive Medicare marketplace will never
flourish and costs will continue to escalate. We have taken the liberty of including
legislative specifications regarding reforms to facilitate the formation of PPCOs and the
antitrust laws as well as a description of our Partnership for Health Care Value. We stand
ready to work with you and your staffs on this important issue.
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LEGISLATIVE SPECIFICATIONS: REFORMS TO
FACILITATE THE FORMATION OF PCCOs

ANTITRUST REFORMS

Risk Sharing

e  The physician participants in a PCCO should engage in risk
sharing, which includes, without limitation, the following:

>

2
N
o

when the PCCO agrees to provide services at a
capitated rate;

when the PCCO creates significant financial incentives
for its members as a group to achieve specified cost-
containment goals, such as withholding from all
members a substantial amount of the compensation due
to them, with distribution of that amount to the
members only if the cost-containment goals are met;

when the PCCO agrees to provide services for global
fee packages; or

when most of the member physicians hold significant
ownership or equity interests in the PCCO, where the
capital contributed by the members is used to fund the
operational costs of the PCCO such as administration,
marketing, and computer-operated medical information,
if the PCCO develops and operates comprehensive
programs for utilization management and quality
assurance that includes controls over the use of
institutional, specialized, and ancillary medical
services.

PCCOs may have exclusive physician panels that include up

to 30% of the physicians in the market, in aggregate and by
specialty.

*  PCCOs may have nonexclusive physician panels that include
at least 50% of the physicians in the market.

e  PCCOs may have exclusive or nonexclusive panels larger
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than those set forth above if the PCCO is not in violation of
any federal law.

»  Alternatively, no size limits are set on PCCOs, and
they are evaluated on whether they intend to or in fact
engage in anticompetitive conduct.

Payment Arrangements

Physician members of a PCCO may jointly determine the
terms of financial arrangements between the PCCO and the
physicians, including the method and amounts by which the
physicians will be paid. The physician members may also
jointly determine the terms of financial arrangements
between the PCCO and any purchaser of the products
offered by the PCCO.

The physicians participating in a nonexclusive PCCO may
not agree to boycott any purchaser, and they may not agree
to fix prices for physician services when contracting with
purchasers other than through the PCCO.

New Product

A PCCO will be considered to be offering an additional or
"new”" product in a market for the finance and delivery of
health care if it offers one of the following:

» A preferred provider organization which has the
following characteristics:

O Physicians and other providers on the PPO’s
"panel” of providers agree to discount their fees or
charges for treatment of PPO beneficiaries.

O  The PPO gives its beneficiaries financial
incentives to use the providers on its panel.
Beneficiaries may use providers who are not on
the panel, but if they do so they are personally
liable for larger copayments than are required
when they use panel providers.
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0  The PPO engages in utilization review and quality
assurance to control costs and maintain quality.

O  The PPO administers and pays claims.

Studies

Adopt the recommendation of the Physician Payment Review
Commission that the DOJ and FTC conduct studies of the
market for health care delivery and finance and the structure
and role of PCCOs in the market. One part of the study
should be directed at market definition to provide better
guidance about how to define the size of the market in which
a PCCO is being formed or is operating.

e

SELF REFERRAL

Physician members of a PCCO may make arrangements
among themselves to coordinate the care of patients who are
beneficiaries of contracts between the PCCO and a
purchaser. This includes referring to facilities or providers
in which the other providers have a financial interest. Safe
harbors should be created in the existing self referral laws
for this kind of coordination of care.

FRAUD AND ABUSE

Provider members of a PCCO may purchase physician
practices and other providers or engage in other kinds of
financial arrangements with providers that remain
independent but commit to becoming part of the network.
Safe harbors should be created for this activity.

PENSION PLANS

Tax regulations should be developed which permit the
formation of PCCOs without requiring aggregation of
pension plans that have been independently developed and
funded. Aggregation may be permitted on a prospective
basis when a PCCO becomes fully integrated.
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CERTIFICATE OF NEED LAWS

Medicare providers should be exempt from Certificate of
Need laws.

REGULATION OF TAX EXEMPT ENTITIES

Tax regulations should be developed that allow tax exempt
hospitals and tax exempt clinics to purchase physician
practices at fair market value without endangering their
exempt status. Tax regulations should be developed that
allow tax exempt hospitals to affiliate with PCCOs without
losing their exempt status. Tax regulations should allow up
to 50% of the governing board members of a tax exempt
health care delivery system to be physicians. ~

STATE INSURANCE REGULATION

The National Association of Insurance Commissioners is
asked to develop model regulations for risk bearing PCCOs
that are appropriate for the function performed by those
entities as opposed to treating them as insurance companies.
These model regulations would not contain onerous
capitalization, reserve, and surplus or registration
requirements.
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LEGISLATIVE SPECIFICATIONS: REFORMS TO
CLARIFY THE ANTITRUST LAWS WITH REGARD TO
JOINT DISCUSSION WITH PLANS

Where physicians are unable to create effective competing
plans their only avenue for making effective input into the
increasingly concentrated delivery system/payer control is
through joint presentation of their views and patient views
about plan matters. The Court of Appeals for the Ninth
Circuit recently held, " ...individual health care providers
are entitled to take some joint action (short of price fixing or
group boycott) to level the bargaining imbalance created by
the plans and provide meaningful input..... " (Alston v.
United States).

Alston demonstrates the need to correct the FTC’s
interpretation of the antitrust laws regarding physician
involvement in the development of fees by a physician
network or health plan. Antitrust officials must issue a clear
statement that physicians are free to approach health
purchasers and plans jointly in order to provide input on fees
and other payment-related issues, as long as the physicians
do not engage in a boycott or threat of boycott. An agency
or trier of fact should not infer a boycott threat from the
mere fact of discussions -- some express or implied threat of
coercive conduct by the physicians must be made.
Otherwise, health care providers will be deterred from
engaging in useful and potentially procompetitive activities.
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PARTNERSHIP FOR HEALTH CARE VALUE

Structure The Partnership would be established as a

Purpose

Congressionally chartered corporation. Therefore, it
would operate under the auspices of Congressional
purpose and would have some direct involvement of the
federal government, but would not be an agency or an
instrumentality of the Executive or Legislative
Branches. Both the National Academy of Sciences and
the Institute of Medicine are such corporations. The
NAS was chartered in statute in 1863 (36 USC 251
et.seq.). It is recommended that we seek such a Charter
to establish the purpose of the Partnership in law while
allowing for the operation of the activity in the private
sector.

The purpose of the Partnership is to advance the science
of medical practice and health care delivery through
improvement in the development, recognition and
dissemination, coordination and focusing the effort to
develop medical standards to be used by clinician and
health benefit plans as a basic protection for patients to
assure that they receive state-of-the-art medical care.
Dissemination of medical practice guidelines and health
services research would be the major focus initially.

The work of the Partnership would be to develop a plan
that would include priorities for:

*  Developing standards for outcomes measurement
and reporting, including the content and format of
electronic patient records, and guiding and
coordinating efforts to gather outcomes data.

+  Developing standards for and coordinating
effectiveness research and technology assessment.

*  Coordinating technology assessment and
establishing standards for technology,
dissemination, dispersion and use.

< Establishing priorities for guideline development
through analysis of variations in practice or
important procedures.
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Creating guidelines for coordinating the
development of, and disseminating practice
parameters.

Creating guidelines for the development of
methodology for profiling and evaluating health
care providers.

Developing interventional tools and education
programs to change practice patterns.

Making recommendations about the content of
basic benefits packages.

Evaluating health care spending and pinpointing
areas needing study and corrections.

The Partnership would be allowed to make it own
organization , including the make-up and
composition of the Board of Trustees, by-laws ,
rules and regulations, to hold property, to enter
into contracts, to receive money, pursuant to grant,
contract or contribution from public or private
sources to carry out its purposes. The Partnership
would the authorized and empowered to receive,
by devise, request, donation,or otherwise, either
real or personal property,and to hold the same
absolutely or in trust and to invest, reinvest and
manage the same in accordance with the provision
of its constitution and to apply said property and
the income arising therefrom to the objections of
its creation and according to instruction of donors,
contractors and grantors. The Partnership would
exist until such time as it dissolved and/or its
charter is revoked.

Original incorporators would include entities that
are significant in the development and
dissemination of new medical information
represented by the Chief Executive Officers of:

The AMA;
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An organization that represents those in the field
of accrediting health care delivery systems, such as
the National Committee for Quality Assurance

(NCQA)

An organization representing health services
research including outcomes assessment research
and the development of practice guidelines;

An organization that represents those in the field
of biomedical research;

The Secretary of Health and Human Services
(covering AHCPR and HCFA); and

The Director of the National Institutes of Health.

The original incorporators or their successors can
increase the number of and identify further additional
incorporators.

The original incorporators shall establish an advisory committee
that seeks representation from all involved in the health care
delivery system including, but not limited to, providers, insurers,
consumers, other payers, standard setting bodies and employers.
This advisory committee shall meet on a regular basis to provide
views to the Partnership on the practical implications and aspects
of the Partnership’s work. Organizations that should be involved
include:

Organizations representing hospitals such as the
American Hospital Association or the Federation
of Health Systems;

Organizations representing health insurers and
health care delivery systems such as the Health
Insurance Association of American and the Blue
Cross/Blue Shield Association;

Organizations that represent employers, both large
and small, that provide health benefits to their
employees;
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Organizations that represents consumers of health
care services;

The Partnership would be able to hire staff to
assist in carrying out its functions. In addition, it
would be able to contract with other organizations
to provide staff for its functions and it would be
able to contract with other organizations for the
performance of various functions.

It is expected that the Partnership would have a
relatively small staff, and would, instead, rely upon
resources that the private sector or government agencies
bring to it within the context of grants and contracts to
conduct research or develop initiatives consistent with
its purposes. The Partnership would focus on setting the
methodologies for these activities, setting priorities for
them, and in reviewing and approving of the work done
by private sector organizations. For example, in the
development of practice parameters, the Partnership
would proceed by reviewing the efforts of various
organizations to develop methodologies for the creation
of parameters. These would include the attributes of
practice parameters developed by the AMA\Medical
Specialty Society Practice Parameters Partnership, the
principles developed by the AHCPR, the principles
developed by the Institute of Medicine, and by others.
The Partnership would then reach a consensus on a
single set of attributes or principles. Subsequently, the
Partnership would review existing practice parameters
against the principles that it develops. Sources of
existing parameters include those listed in the
compendium of practice parameters developed by the
American Medical Association, those developed by the
AHCPR, and others. Practice parameters which met the
approval of the Partnership would then be adopted by it.
Approved practice parameters would be forwarded to
HCFA for use in the Medicare and Medicaid programs.
HCFA would review and approve of them, and then put
them through a public notice and comment process.
Any problems discovered would then be referred back
to the Partnership for resolution.
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After completing this process, the Partnership would
then set priorities for the development of practice
guidelines. The priorities would be disseminated to the
public. Organizations that had an interest in a topic
would then inform the Partnership of their intent to
form a practice parameter, and would provide the
Partnership with a time table for development.

Similar procedures could be used for the other topical
areas, such as the development of standards for the
measurement and reporting of outcomes, for the
performance of outcome studies, and others.

Each of the original incorporators would contribute fo
the initial operation of the Partnership. Thereafter, the
operations of the Partnership would be financed through
grants, contracts and donations for services provided.
The HHS Secretary and the Director of the National
Institutes of Health would provide funding for the initial
work plan and priority setting by the Partnership under
Contract with the Partnership.

A revolution is occurring in medicine which promises to
substantially reduce costs while maintaining and
enhancing quality. However, this revolution will not
succeed unless a coordinated effort is made to develop
the tools necessary for the revolution to take place.
Medical societies, many other private sector
organizations, and government agencies such as the
Agency for Health Care Policy and Research are
working at creating the tools necessary for the
revolution. However, these efforts are fragmented and
duplicative, and the tools needed are being developed at
far too slow a pace.

The basis of the revolution is the information explosion
in medicine and systems designed to manage
information made possible by computer technology.
The revolution involves:

The reassessment of virtually all medical practice to
determine the extent to which generally accepted
clinical practices help patients. Much of medicine is
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based on the experience of physicians and does not have
a basis in scientific research. The object is to weed out
generally accepted practices that cost money but do not
result in a significant benefit to the patient. This
reassessment is conducted by gathering together all
information about a medical topic and synthesizing the
best of it into practice parameters that can be used by
physicians in clinical practice.

. This reassessment is supported by outcomes
measurement and reporting, which involves the
gathering of massive amounts of data about how well
patients responded to medical treatment and analyzing
that data. This kind of information gathering and
analysis is now possible with computer technology.

. The continuous assessment and improvément of the
quality of care actually delivered to patients by
providers. This involves gathering outcomes data for
the patients of a health care delivery system and
individual physicians, and using that information to
determine ways in which the cost and quality
performance of the provider can be improved.

+  Making information about the cost and quality
performance of health care delivery systems available to
the public. This information can then be used in the
selection of health plans and providers.

There is a need for generally accepted and authoritative
medical standards for use developing the tools necessary for
the medical revolution, and there is a need to develop the
tools themselves. At present, numerous entities are
developing standards of some kind for one or more purposes.
These include efforts to develop practice parameters,
computer software designed to screen claims, protocols
designed for physicians to follow as they treat patients, and
other tools. However, the methods used to develop these
tools and the meaning of vocabulary used within them is
often not disclosed. Vendors of utilization control systems
often refuse to disclose the medical standards used in their
systems on the grounds that the information is proprietary.
The result is a confusing array of materials that are difficult
for potential users to understand, evaluate and use. Further,
there is no way that the tools being developed can be used
together in a coordinated fashion to maximize the benefits
that can be achieved with modern information systems
technology.
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Chairman THOMAS. Thank you, Dr. Bristow.
Mr. Sprenger.

STATEMENT OF GORDON SPRENGER, EXECUTIVE OFFICER,
ALLINA HEALTH SYSTEM, MINNETONKA, MINNESOTA; ON
BEHALF OF AMERICAN HOSPITAL ASSOCIATION, WASHING-
TON, DC

Mr. SPRENGER. Thank you, Congressmen Thomas and Bilirakis.

I am Gordon Sprenger, executive officer of the Allina Health Sys-
tem in Minnesota, and chairman-elect of the American Hospital As-
sociation. We include in our membership 5,000 hospitals, health
systems and networks, and other providers of care, and we are
pleased to present our thoughts to you today.

Chairman THOMAS. Mr. Sprenger, let me tell you that these
microphones are very unidirectional and you need to be right in
front of it, or we are going to miss some of your remarks.

Mr. SPRENGER. Mr. Chairman, the private sector has been open-
ing all kinds of doors, as we have heard this morning, in search
of innovative ways to make the health care system more effective
and user-friendly. Medicare meanwhile has mostly remained on the
outside looking in. We believe that it is time for Medicare to offer
more choices to its beneficiaries.

Our main theme to you today is that options will be necessary,
as you consider Medicare reform, and it is a process of change. It
is not a light switch you can just turn on. It is transition we will
be going through. Not one solution is going to fit all. Moving more
toward risk-reward sharing will bring the kind of behavioral
change in providers which we think we will need to foster in order
to get some of the cost savings that we want out of the system.

Medicare beneficiaries who want to choose coordinated care,
rather than fee-for-service coverage, today just have two choices, an
HMO, health maintenance organization, or a CMP, competitive
medical plan. These plans accept full risk for the coverage they pro-
vide and are very important elements in a restructured health care
delivery system. But Medicare should look beyond full risk con-
tracts, as we look at multiple options. It should also consider lim-
ited risk-sharing arrangements with locally based networks of care,
whathwe will call provider-sponsored networks, and I will comment
on why.

First, the definition, what is a PSN. PSNs are formal affiliations
of health care providers organized and operated to provide health
care services under contract with insurance companies, HMOs, or
other health plan companies. These networks commonly take the
form of hospital-physician organizations or independent practice as-
sociations and are often called integrated delivery systems. They
exist today in many parts of the country.

Many PSNs have formed HMOs or have become partners with
insurers to do so, but some have not become HMOs. Some serve
populations that are too small or too sick to support the full risk
of an HMO. Some are in States where it reportedly takes up to 2
years to get an HMO license, and others are in areas where Medi-
care’'s HMO payment is simply too low to provide adequate care.
Frankly, we are taking care of these patients as providers already,
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and what we are asking for is the opportunity to move them into
coordinated care.

We agree that any entity delivering care to Medicare bene-
ficiaries must meet high standards. The current regulatory think-
ing limits the ability o% these PSNs to serve Medicare beneficiaries
in a coordinated care context. We believe the Medicare Program
should take full advantage of the health care innovations and effi-
ciencies offered by these PSNs by Medicare joining them in risk-
sharing arrangements. We need Congress to change laws to allow
the PSNs to contract directly with Medicare.

The standards these plans should follow should include the same
important consumer protection standards and safeguards found in
the HMO requirements. But because we are talking about PSNs
not taking all the risks of a full risk HMO, they should be regu-
lated diﬂ%rently. This means eliminating the requirement for a
State HMO license, if the PSN’s contract contains appropriate risk
limiting provisions.

The purpose of a Medicare HMO or CMP is to protect against un-
expected illness or injury and similar insurance risks, but this role
is played by Medicare in a partial risk arrangement. The required
inclusion of risk sharing or limit is clear evidence of an intent to
avoid asking the PSN to take on an insurance role. This is particu-
larly true when coupled with the fact that the arrangement pre-
dominantly covers services provided directly by providers.

Also, sofvency requirements for PSNs should acknowledge that
they need to invest their capital in providing services, and not in
creating cash reserves to pay claims.

By making these changes, Mr. Chairman, PSNs can be recog-
nized for what they are, organizations of providers that do not take
on the full risk of unexpected illness or injury that ensures care.
They would still, however, be regulated.

In conclusion, allowing these networks to contract with Medicare
on a limited risk basis we think opens doors for everyone involved.
We need many options to go through this transition. Medicare and
the network providers anf beneficiaries themselves would be able
to choose their local hospitals, physicians, and other practitioners
who organize to provide benefits in a coordinated and efficient way.
It is a choice we think the seniors deserve to have.

Thank you.

[The prepared statement follows:]
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I am Gordon Sprenger, executive officer of the Allina Health System in Minnetonka,
Minnesota, and chairman-elect of the American Hospital Association's (AHA) Board of
Trustees. AHA includes in its membership 5,000 hospitals, health systems, networks and
other providers of care. I am pleased to testify today on their behalf.

In recent hearings before both of these subcommittees, AHA has made the case that the
Medicare program needs to change. While the private sector has been opening all kinds of
doors in search of innovative ways to make the health care system more efficient and user-
friendly, Medicare has effectively remained on the outside looking in, stuck in the traditional,
fee-for-service mindset. Last week we laid out a road map on Medicare .restructuring that
included increasing beneficiary incentives to choose coordinated care, eliminating barriers that
discourage the creation of coordinated care networks by inhibiting provider cooperation,
fixing the problems with how Medicare calculates capitated rates for risk contractors, and
expanding the choices available for Medicare beneficiaries.

My testimony today will explain how Congress can open the door for Medicare and its
beneficiaries to benefit from provider-sponsored, locally-based networks of care.

AHA believes that any entity that takes on the task of delivering care to Medicare
beneficiaries must meet high standards, and be held accountable for the quality of care it
delivers. But we also believe that ill-suited regulation must not close the door on groups of
providers that can offer efficient, high-quality care for Medicare and its beneficiaries.

Making the most of provider-sponsored networks

Moving Medicare to the future will require the thoughtful restructuring of the program itself.
Restructuring must include offering Medicare beneficiaries the same coverage options enjoyed
by people with private sector coverage.

It is therefore critical that, in an effort to broaden beneficiaries’ options, Congress not limit
its thinking to the current options -- health maintenance organizations (HMO) or competitive
medical plans (CMP). While those options are important in a restructured market and need
some modification to make them work better, we believe Medicare must look beyond full-risk
contracts with HMOs and CMPs. It must stimulate the availability of more plan choices o
create a dynamic local market by also considering risk-sharing arrangements with what we
generically call provider-sponsored networks (PSNs).

Provider-sponsored networks are formal affiliations of health care providers -- such as
physicians and hospitals -- organized and operated to provide health care services under
contract with insurance companies, HMOs or other health plan companies. Some PSNs are
known as physician-hospital organizations, under which physicians create a joint venture with
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a hospital. That joint venture in turn contracts on behalf of its members with health plan
companies to offer a variety of health care services.

Other PSNs may be more integrated -- that is, there may be greater economic or corporate
ties among the participants. These PSNs are often called integrated delivery systems. In my
state of Minnesota, for example, hospitals may directly acquire physician practices and
employ the practitioners. Still other PSNs may be less integrated -- independent practice
associations, for example, allow providers to jointly contract with health plan companies and
offer reduced rates to patients that are members of a plan without formally merging their
practices.

These arrangements have evolved into a variety of corporate and organizational structures that
reflect local market conditions and regulatory constraints. But, PSNs have several things in
common. Among them: They are initiated, financed and governed by health care providers:
and they are formed to deliver health care services through contracts with health plan
companies.

Provider-sponsored networks play an important and positive role in health care delivery.

particularly in the delivery of coordinated health care. Health plan companies find that the

expansion of coordinated care programs is facilitated by PSNs, because they:

L] Offer an established network of providers.

L] Promote provider accountability for quality by acting as a mechanism to simplify
istration and impl clinical quality management programs.

L] Reduce a health plan's administrative expenses by providing a single party through

which to negotiate contract terms.

Many PSNs have formed HMOs, or have become partners with insurers to do so and, as a
result, have been able to provide coordinated care choices for Medicare beneficiaries. But
others have not become HMOs for several reasons. Some serve populations that are either
too small or too sick to support the full risk of an HMO. Some are in states where it
reportedly takes up to two years to get an HMO license. And others are in geographic areas
where Medicare's HMO payment would be too low to provide adequate care. Current

regulatory thinking could limit the ability of these organizations to serve Medicare
beneficiaries.

We believe the Medicare program should not limit beneficiary choices of coordinated care
programs by contracting only with plans in which an insurer or HMO acts as the
intermediary. Medi houl e full adv. e of the health livery innovatigns and
efficiencies offered by PSNs by joining them in risk-sharing arrangements as well.

Under such arrangements, PSNs would be paid on a partial capitation basis, but the risk
assumed by the PSN would be limited. Financial risk-sharing arrangements would not expose
PSNs to full insurance risk for unexpected illness or injury, yet would still create incentives
for providers to manage utilization and keep people healthy.

Medicare should limit financial risk-sharing arrangements to PSNs that contract for the full
benefit package and directly provide substantially all of the services through their own
affiliated providers. This type of risk-sharing arrangement has worked well in the private
sector to help contain health care costs. Because PSNs would not be taking on all the
insurance risk of a full-risk HMO, they should be regulated somewhat differently than
insurers or HMOs. If a PSN wishes to assume full capitation, then it should comply with
HMO regulations.

AHA's recommengations

We believe that true restructuring of the program means that Medicare should contract
directly with provider-sponsored networks, just as we have supported that freedom for ERISA
self-insured employer group health plans. The standards that these plans should follow should
include the same important consumer protection safeguards found in HMO requirements, but
a few key modifications are needed. These include:
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The 50/5S0 government/private enrollees rule, which requires that no more than half of
a plan's enroliees be Medicare or Medicaid beneficiaries, is no longer necessary,
particularly in this context. This rule was adopted to safeguard the quality and
accessibility of care for govemment beneficiaries, but there are now other, more direct
mechanisms to ensure quality. This would allow PSNs, particularly those that serve
rural and chronically ill patients (primarily people covered by Medicare and
Medicaid), to participate in the program.

The minimum-5,000-earollee threshold has impeded the development of coordinated
care in smaller rural communities. As long as the PSN can demonstrate its ability to
provide a full range of services in a coordinated fashion, this requirement is also
unnecessary.

The requirement for a state HMO license should be eliminated if the PSN's contract
contains appropriate risk-limiting provisions. The purpose of a Medicare HMO or
CMP is to ensure protection against unexpected morbidity (illness or injury) and
similar insurance-type risks. This “back-stop” role can just as easily be performed by
the Medicare program as by an HMO or CMP without having to pay the HMO
additional fees for those insurance services. The required inclusion of risk-sharing or
limits is clear evidence of an intent to limit the PSN‘s risk, particularly when coupled
with the fact that the arrang, covers p ly services produced directly by
the providers. This would open more qmons for beneficiaries by overcoming the
problem of long delays (reportedly up to two years) in obtaining HMO licenses.

This is not to say the PSNs should not demonstrate their own financial ability to
deliver services. PSNs should be subject to appropriate solvency requirements. These
solvency requirements, however, should acknowledge that PSNs must invest most of
their capital in delivering high-quality services, not creating cash reserves to pay
claims. PSNs should be held to a solvency standard that takes into account the amount
and type of risk the network takes on and its delivery assets, but ensures its ability to
meet its obligation to Medicare beneficiaries. Compliance with the standards could be
streamlined by requiring that PSNs obtain and submit independent actuarial
certification about their compliance with the standards,

Quality issues

This is also an opportune time to completely re: ine Medi i that address
quality and access, and the provision of information to bmeﬁcnanes to help them choose plans
and treatment options that ensure ready access to high-quality care. Standards should ensure
access to providers on a timely basis and at the appropriate level of care. Standards should
ensure an adeq number, geographic distribution and specialty mix of network practitioners
and providers. They should also ensure that utilization review procedures encourage quality
delivery of services, and are not used to restrict medically necessary services - especiatly
after-hours and emergency room services.

Quality and imprc dards should require that providers in the network
are chosen for how well they deliver care and with the expectation that they actively
participate in an ongoing effort to monitor and improve care. Quality assessment measures
should include the traditional clinical outcomes, but also begin to utilize patient-reported
information on their functional ability after treatment, and on emotional and educational
support from practitioners. As a safety valve and ongoing monitoring tool, provider-
sponsored networks and other coordinated care systems should maintain easily accessible,
responsive complaint and grievance processes. Consumers should feel their complaints are
heard and that every attempt is made to settle disputes.

The responsibility for giving beneficiaries information to choose between networks must be

shared by the Medicare program. While networks should not be precluded from advertising
in local markets, the advertising should meet some common national standards. In addition,
networks should be required to provide information in a simple standard format that HCFA

would develop.
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We also believe Congress should consider federal centification of PSNs to establish their
ability to enter into direct risk-sharing arrangements with the Medicare program. We have
been discussing a similar approach with Rep. Harris Fawell (R-IL), chairman of the House
Committee on Economic and Educational Opportunities Subcommittee on Employer-Employee
Relations, in the context of ERISA self-insured employer group health plans. Such a
certification process would ensure that standards are applied without requiring the overly
broad state regulatory framework for health carriers and HMOs.

To streamli dards enfor the Medicare program should consider using private
accrediting bodies through deemed status where appropriate. However, this is a new area of
standards development that requires a careful assessment of network and health plan
standards, both public and private, before such an arrang is imp

HCFA's Medicare Choices Demonstratiop Project

We had hoped that the Health Care Financing Administration's (HCFA) Medicare Choices
demonstration project would open more doors for beneficiaries by exploring how Medicare
can take advantage of delivery systems such as provider-sponsored networks. However, it
would appear that the criteria for applicants could effectively require that applicants be
licensed HMOs in all but possibly one of the nine metropolitan areas targeted by HCFA.
Consequently, the project may be limited to demonstrating alternative payment methods for
HMOs. While such efforts are needed, Congress may want to stimulate much broader efforts
to bring Medicare into the future of health care delivery. Medicare beneficiaries should be
able to continue relationships with local health care providers that they have built up over the
years. Provider-sponsored networks can offer this option to them.

Conclusion

Mr. Chairman, America's hospitals and health systems are proud of the service they've
provided for Medicare beneficiaries over the past 30 years. We're proud that we've been
able to maintain high levels of quality, make new technology available to Medicare
beneficiaries, and increase efficiency.

But we cannot continue to cut costs and become more efficient without a significant
realignment of financial incentives. If PSNs cannot take some risk without being required to
have an HMO license, most of our members will be driven away from incentive-based
payment arrangements because they are either too small to accept full risk or because it takes
too long to get an HMO license from their state.

Appropriate public policy is key to making sure the door is not shut on the provider-
sponsored network option. Allowing provider-sponsored networks to contract with Medicare
on a limited-risk basis opens doors for everyone involved: Medicare and the network's
providers, and the beneficiaries themselves, who would be able to choose local hospitals,
physicians and others organized to provide benefits in a coordinated and efficient manner.
It's a choice they deserve to have.
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Chairman THOMAS. Thank you very much.
Mr. Walworth.

STATEMENT OF JAMES WALWORTH, PRESIDENT, HEALTH
ALLIANCE PLAN OF MICHIGAN, DETROIT, MICHIGAN, ON
BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA

Mr. WALWORTH. Thank you, Mr. Chairman and Members of the
Subcommittees. I am James Walworth, president, Health Alliance
Plan of Michigan, and I am here today testifying on behalf of
GHAA, the Group Health Association of America, the Nation’s lead-
ing association for health maintenance organizations. Qur 385-
member HMOs account for more than 80 percent of the 50 million
Americans who are today served through HMOs.

We are pleased to have been asked once again to testify before
Congress and these Subcommittees with respect to the future of
the Medicare Program. We look forward to continuing to work with
Congress and the administration as you review the Medicare Pro-
gram.

Medicare can best be strengthened, in our view, by offering bene-
ficiaries the same kinds of choices that are already available to mil-
lions of working Americans in the private sector and those working
for the Federal Government. In prior testimony before other Com-
mittees, we have put forth our view of the basic elements of that
kind of an approach.

Today, at the request of these two Subcommittees, we will focus
on the standards that should apply to the alternatives that may be
created as part of the Medicare Program. In order to participate in
Medicare today, HMOs and competitive medical plans must meet
detailed standards on many aspects of their operations, from mar-
keting, enrollment, disenrollment, infrastructure and access to
care, to grievance procedures and appeal processes reporting disclo-
sure, solvency standards, and other forms of enrollee protection.

While recognizing that their administration should be simplified
and streamlined, we believe that these standards provide a very
strong foundation for criteria that should apply to the full spectrum
of options that may seek to participate in a reformed Medicare Pro-
gram. Based on years of experience of Medicare contracting with
the HMOs and CMPs, these standards are known to address cer-
tain fundamental issues that will remain as valid in the future as
they are today.

These include, in particular, assurances that beneficiaries have
the information necessary to make an informed choice among the
options available and the information necessary to understand how
to obtain the covered services through organized delivery systems,
as well as under the traditional Medicare Program.

Second, to assure that enrollees have access to needed services;
third, that those who will provide services demonstrate an account-
ability for the quality of care; fourth, that there are adequate mech-
anisms for resolving enrollee grievances; and, finally, that all the
options that accept risk have financial capacity sufficient to provide
those promised benefits.

GHAA believes that as the array of offerings available to Medi-
care beneficiaries expands, it is vitally important to maintain
strong and comparable standards for all options. We believe that
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States and the Federal Government can work in partnership and
%la equa]ly important roles in achieving that goal, but with the

ecﬂera Government continuing to bear the responsibility for deter-
mining that the options available meet standards for entr¥l into the
Medicare Program, and for ensuring that they meet these and
other rules for program participation on an ongoing basis.

However, where State licensure standards are at least as strin-
gent as the Federal standards, plans should not be subject to un-
necessary duplicative reviews. Under this framework, Medicare
beneficiaries can be assured that all options available to them in
all regions of the country are held to a consistent set of standards.

We believe and recommend that all organized systems of care, as
well as providers under the fee-for-service Medicare Program,
should meet comparable standards. This means that where options
include similar elements or activities, those are the areas where
comparable standards apply, particularly in issues of State licen-
sure, quality, access, grievance procedure, solvency, marketing, and
administration.

There are a couple of other areas I would like to quickly mention.
We recommend that a statutory criteria be established for the
waiving of the 5§0-50 rule with respect to enrollment in HMOs.
Also, it is important and essential to avoid the inhibition of devel-
oping HMOs and other organized systems of care through such
antimanaged care proposals and changes to antitrust laws as has
been suggested.

We think that deemed status is also an appropriate role for the
private sector with respect to issues of quality and standards and
their application. While GHAA favors bui]d%ng on the existing
standards, we do believe that there is room for improvement in the
HCFA’s administration of the program, particularry with regard to
the processing of applications and the expansion of service areas.

We appreciate this opportunity, Mr. Chairman, to present our
views. We know, too, that there will be efforts to relax some of the
current standards. We think that, as you view those, it is essential
that you keep in mind how they would affect the operation of the
program.

We look forward to working with the Subcommittees on these is-
sues and with Congress, as you go through this debate.

[The prepared statement and attachment follow. The Consumer
Protection and Quality Assurance: Current Re%;xlations and Stand-
ards {_o]r N]ledicare HMOs and CMPs are being held in the Commit-
tee's files.
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STATEMENT OF JAMES WALWORTH, PRESIDENT
HEALTH ALLIANCE PLAN OF MICHIGAN
ON BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA

Mr. Chairmen and members of the Commitices, I am James Walworth, President of
Health Alliance Plan of Michigan, and I am testifying today on behalf of the Group Health
Association of America (GHAA). GHAA is the leading national association for health
maintenance organizations (HMOs). Our 385 member HMOs serve 80 percent of the 50
million Americans receiving health care through HMOs today.

We are pleased 10 be asked to testify as your Committees explore the future of the
Medicare program, and look forward to working with the Cong and the President in a
bipartisan fashion on Medicare. GHAA believes that Medicare must be modernized to reflect
the dramatic developments that have occurred in the private sector since Medicare was enacted
30 years ago. Medicare can best be strengthened by offering beneficiaries the same kinds of
choices that are already available to millions of working Americans both in the private sector
and in the federal government. Today, I would like to:

[+ review GHAA's guiding principles for discussion of Medicare reform;

(o] summarize briefly the recommendations GHAA has already made to Congress
on the beginning steps needed to modernize Medicare; and

o present GHAA's views on the standards that should apply to options available to
Medicare beneficiaries in an era of expanded choice.

Guiding principles for discussion

As you know, the health care environment of 1995 is vastly different than the one that
prevailed in 1965, when Medicare was enacted. Fee-for-service coverage is no longer the
predominant approach to coverage in the private sector. More than 60 percent of all working
Americans with private health coverage now receive their care through HMOs and other
organized systems of care. Medicare too is changing, but slowly — only about 10 percent of
today's Medicare beneficiaries are in HMOs. The result is that Medicare beneficiaries no
longer have coverage that is typical of that available 1o the working population and do not
derive the benefits of the choices available to other Americans.

Medicare must be updated to reflect the dramatic changes that have occurred in the
private sector during the three decades since the program began. GHAA believes that
Medicare can best be strengthened by giving beneficiaries the same kinds of choices that are
already available to millions of working Americans, including federal employees and members
of Congress. Medicare -- and the Health Care Financing Administration (HCFA) ~ should be
reoriented toward a model in which Medicare beneficiaries have the opportunity to choose
from among 2 broad array of options that compete on the basis of quality, service, and cost,
and are held to comparable standards. When beneficiaries can choose the option that best
meets their needs, Medicare will benefit from the progress that has been made in the private
sector.

GHAA believes that the following principles should guide discussions of Medicare
reform:

o Beneficiary choices: Medicare reform should be consistent with the promise of
providing access to Medicare benefits that meet the peeds of elderly and
disabled Americans and offering beneficiaries choices comparable to those
available to the working-age population. Attiempts to limit choice by inhibiting
the development of HMOs and other organized systems of care, such as anti-
managed care proposals and changes to current antitrust law, should be rejected;
where such anti-managed care laws exist, they should be preempted.

o Medicare standards: Our experience also tells us that standards are vitally
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important. All organized systems of care, as well as providers under the fee-
for-service Medicare program, should meet comparable standards in areas such
as quality of care, access, grievance procedures, and solvency.

[ Medicare payments: Medicare payments should permit widespread availability
of organized systems of care, as well as the traditional fee-for-service option,
for Medicare beneficiaries nationwide. The Medicare program should act in a
fashion similar to private sector purchasers. This can be done by establishing
the amount of funding available for benefits for all beneficiaries on both an
aggregate and per beneficiary basis, with an equitable allocation of resources
between organized delivery system options and the fee-for-service program.
Total expenditures should be trended forward on an appropriate basis to meet
program goals.

Beginning steps

Looking at the current Medicare program and using the GHAA principles as a guide,
the question, of course, is how to begin to take the steps necessary to modernize Medicare.
Based on the practical and proven experience of our member plans in serving tens of millions
of Americans, including three million Medicare beneficiaries, we have recommended a series
of changes to transition from the current approach to a model based on beneficiary choices.

Figure 1

Current Medicare Program GHAA Medicare Proposal

Beneficiary Local Choices Beneficiary Local Choices

[

i

il J——

The changes are designed to foster expansion in existing Medicare markets, encourage
new Medicare markets to emerge, permit the development of increased capacity for Medicare
beneficiaries to enroll in organized options offered by HMOs and other entities, and provide
the experience necessary to permit informed decision-making by the Congress on the future
design of the Medicare program. We have recommended changes in the following five areas:

o improving beneficiary information, awareness, and enrollment process;
[ expanding the infrastructure of choices available 1o beneficiaries;

o maintaining strong standards for options participating in Medicare;

[ beginning to transition HCFA from a model that relies on fee-for-service

regulation to one that relies on beneficiary choice model; and

o transitioning to improved Medicare payment methodologies.
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Maintain strong standards for options participating in Medicare

In previous testimony, GHAA has focused on increasing the choices available to
beneficiaries, and issues related to payment. Today, at the request of your two committees,
we will focus on the standards that should apply to the alternatives to the traditional Medicare
program that will be available in an era of increased beneficiary choice.

Strong and comparable standards: In order to participate in Medicare today, health
maintenance organizations (HMOs) and competitive medical plans (CMPs) ' must meet
detailed standards on many aspects of their operations, including marketing, enrollment and
disenrollment procedures, benefits, delivery system (access to care), quality assurance
programs, grievances and appeals, reporting and disclosure, solvency, and other enrollee
protections. Because a description of these standards would consume more time and space
than this hearing permits, a chart summarizing them has been submitted for the record.

While recognizing that their administration should be simplified and streamlined,
GHAA believes that these standards provide the best foundation for standards for assessing the
full spectrum of options seeking to participate in a reformed Medicare program. Based on
years of experience of Medicare contracting with HMOs and CMPs, these standards address
certain fundamental issues that will remain as valid in the future as they are today, including:

o assuring that beneficiaries have the information necessary to make an informed
choice among the options available to them, and the information necessary to
understand how to obtain covered services through organized delivery systems,
as well as under the traditional Medicare program.

o assuring that enrollees have access to needed care;

o assuring that all who provide services demonstrate their accountability for
quality of care;

o assuring that there are adequate mechanisms for resolving enrollee grievances;
and;
o assuring that all options that accept risk have the financial capacity to provide

promised benefits.

GHAA believes that as the infrastructure of offerings available to Medicare
beneficiaries expands, it is vitally important to maintain strong and comparable standards for
all options. Both the states and the federal government have important roles to play in
achieving this goal. The federal government should continue to bear the responsibility for
determining that options meet standards for entry into in the Medicare program and for
ensuring that they meet these and other rules for program participation on an ongoing basis.
However, where state licensure standards are at least as stringent as the federal standards,
plans should not be subject to duplicative reviews. Under this framework, Medicare
beneficiaries can be assured that all options available to them in all regions of the country are
held to a consistent set of standards.

[ Comparable standards: All organized systems of care, as well as providers under the
fee-for-service Medicare program should meet comparable standards in areas such as
quality of care. access, grievance procedures, and solvency. This means that where
options include similar elements or activities, they should meet comparable standards
with respect to those elements or activities. For example, the same standards should

! Competitive medical plans (CMPs) are HMOs that have not chosen t0 become
federally qualified but meet similar federal standards. For the remainder of the testimony, we
use the term *HMO?” to refer to both HMOs and CMPs.
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apply whenpever options have delivery systems, engage in marketing activities or accept
risk for providing services or benefits. Standards should include:

- State licensure: All options should be offered by state licensed entities,
and all providers should be licensed, certified or accredited, as
appropriate.

-- Quality: All offerings and providers should have the capacity to develop
reports on performance that permit comparisons among options and
providers.

- Access:  All options and providers should accept all beneficiaries who
wish to enroll or who select those providers up to the limits of the
capacity of such offerings/providers and without regard to health status.

- Grievance procedures: All offerings and providers should make
available to beneficiaries procedures for hearing and resolving
grievances under the Medicare program.

- Solvency: All offerings should be fiscally sound and meet standards for
an initial deposit, initial net worth and ongoing solvency.

- Marketing and Administration: All offerings should provide to
beneficiaries easily understood information that describes the coverage
offered, the structure of the delivery system and rules and procedures for
obtaining covered services. HCFA should work with entities offering
these options to develop comparative information for beneficiaries that
includes alt of the choices available to those including the traditional
Medicare program.

- Confidentiality: All offerings and providers should establish procedures
for maintaining the confidentiality of patient records that are consistent
with applicable laws.

o 50/50 rule: Statutory criteria in connection with waiving the 50/50 enrollment
requirement for HMOs and other organizations offering organized options
shouid be developed.

[ Anti-managed care: Attempts to limit choice by inhibiting the development of
HMOs and other organized systems of care, such as anti-managed care
proposals and changes to current antitrust law, should be rejected; where such
anti-managed care laws exist, they should be preempted.

o Deemed status: To enhance and streamline Medicare's quality assurance
program, organized offerings that are accredited under standards at least as
stringent as those established by the Medicare program by private sector
organizations such as the National Committee for Quality Assurance (NCQA),
the Joint Commission for the Accreditation of Healthcare Organizations
(JCAHO), and the Accreditation Association for Ambulatory Health Care
(AAAHC), should be deemed to comply with applicable Medicare quality
standards.

As a broader range of options become available to Medicare beneficiaries the standards
established in all of these areas must be comparable. We have carefully considered the way in
which the current framework of federal regulation for HMOs and CMPs can form the
foundation for this expanded participation. Ourr dation, one that is consi with
an approach that has been adopted by the NAIC, is to require that all options that involve
comparable elements or activities should meet the comparable standards for those activities.
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How would this work?

Many organized systems of care provide services to their enrollees primarily throngh
affiliated providers, and ordinarily will not cover services furnished by others. Because the
universe of providers available to their enrollees is defined, the current framework requires
these plans to meet standards designed to assure access to care through those providers.
Indemnity coverages pay for services but do not take responsibility for providing care through
arrangements with providers. Such plans would be subject different standards for access,
because they do not perform coordination of care functions that are carried out by HMOs.

By contrast, every health plan seeking to participate in the Medicare program will
engage in marketing activities in order to enroll Medicare beneficiaries; thus, they should be
held to comparable marketing standards in areas such as the accuracy of their marketing
materials and avoiding prohibited marketing activities, such as door-to-door solicitation and
offering gifts to induce enroltment. Likewise, every option to which Medicare makes a
capitated payment for an enrolled beneficiary -- regardless of who owns the entity offering the
option or how its delivery system is organized -- has accepted risk and must be held to
comparable solvency standards designed to ensure it is able to deliver promised benefits
without interruption.

Requiring all options to meet comparable standards is critical to ensuring that all
beneficiaries can have the same confidence in the soundness of the option they select. It is
also critical to ensure that all options compete under comparable rules on the basis of quality
and cost effectiveness. Therefore, the standards established for the range of choices under a
modernized Medicare program are one of the paramount elements that make the choices
meaningful for beneficiaries.

GHAA strongly believes that the way you resolve the issue you are considering here
today will be critically important in determining the success or failure of any Medicare reform
initiative emerging from the 104th Congress. The standards that Medicare options must meet
will have a major impact on whether or not the new choices available 10 beneficiaries in a
restructured Medicare program are capable of delivering the benefits and quality of care they
have promised to provide -- and of doing so over the long run, not just for a year or two. And
this. in turn, will help determine whether Medicare beneficiaries see them as reasonable
alternatives to the current fee-for-service Medicare program.

Congress will undoubtedly be asked to relax some of the current standards as it
expands the number and type of available health choices for Medicare beneficiaries. Those
making such requests may argue that a particular option is distinguishable from existing
HMO:s -- or that temporary relief is needed during an initial start-up phase. While GHAA
does not necessarily believe that all such requests should be rejected out-of-hand, it believes
that the greatest risks to Medicare reform lie in its initial stages, and we urge Congress to
evaluate requests for differential standards in light of whether, if granted, they will increase
or decrease the likelihood that the option in question will meet the needs and expectations of
Medicare beneficiaries and remain financially viable. It will not take many health plan failures
to discredit Medicare reform in the eyes of the public -- setting back reform and imposing a

b ial financial burden on the program and the taxpayer who ultimately stands behind the
failed plan.

Streamlined administration: While GHAA favors strong and comparable standards for
all options -- and believes that existing HMO/CMP standards provide the best framework upon
which to build -- there is room for improvement in the way the current standards are being
administered. Changes in HCFA'’s focus on individual claims payment and basic improvements
in administrative mechanisms can help enhance the modernization of the choices available to
beneficiaries.

o Transition to new model: HCFA needs to begin the process of reorienting its
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approach from management of the transactions in a fee-for-service system to
implementation of a beneficiary choice model oriented toward oversight of
organized delivery systems.

[J Administrative procedures and processing of applications: In the short-term,
HCFA should take immediate steps to improve administrative procedures and
processing time:

-- reduce the time 1t takes to process and approve two types of applications
from HMOs: initial applications to serve Medicare beneficiaries, and
applications from approved plans to expand their service area and be
able to serve additional Medicare beneficiaries;

-- simplify administrative procedures for submission and processing of
applications (i.¢., permit information associated with the application to
be submitted on computer disk); and

- streamline oversight of multi-state organizations, for example by
eliminating duplicative filing requirements and facilitating
communications among regions.

o Policy guidance/ regional variations: HCFA should take steps 1o identify and
narrow the variation in interpretation of policy by regional offices and promote
consistency in decision making in such areas as review and approval of
contracts, products, and marketing materials; this should include the
devclopmem and issuance of guidelines for regional offices.

Aﬂﬂ_mmag;d_gammﬁls Finally, we would be remiss in testifying on standards
for a broadened range of Medicare options if we failed to address proposals thai would require
HMOs and other organized offerings to contract with certain providers and to follow complex
and burdensome procedures for credentialing and selecting providers. GHAA opposed such
proposals last year in the context of comprehensive health care reform, and we oppose them
now in the context of Medicare reform. Current HMO/CMP standards address the issue of
beneficiary access to care in considerable detail and are designed to protect consumers in key
areas. Like other anti-managed care proposals, these proposed restrictions run counter to the
central requirements of a system that is based on an array of choices competing on their ability
to provide high quality, cost-effective care. Such provisions, if enacted, could undermine the
ability of HMOs and other organized sysiems of care participating in the Medicare program to
select the physicians best suited to the needs of their members.

Conclusion

GHAA appreciates this opportunity to present our views about modernizing the
Medicare program and establishing standards for the choices that will be available to
beneficiaries. We look forward to working with the Committee on this issue, and I would be
pleased to answer any guestions that you may have. Thank you.
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GHAA

Quality Assurance in HMOs
Medicare Requirements and NCQA Accreditation
Standards’

! In this document. "CFR" refers to the Code of Federal Regulations, "Review Guide”

refers to the Medicare itori

Contractor and Performanace Monisoring System: Review Guide
{External} (1993 revision). All NCQA references are to NCOA Standards for Accreditation,
1994 edition.
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Subject Regulations Agency Guidance NCQA

Quality Ongoing quality assurance Ongoing QA program Ongoing quality

Assurance | program: must have ongoing f{ See also: Review Guide improvement (QI) program

Program | quality assurance program section VI, pp VI 1,2 is designed to monitor and
meeting four conditions: evaluate quality and

§1876 appropriateness of care and

(c)(6) Stresses health outcomes Stress on bealth outcomes See | service provided members

Social also: Review Guide, section and pursue opportunities for

Security VI, ppV12,3. improvement. QI 5.0 -

Act 543

Provides review by
physicians/other health
professionals of the process
of providing health services;

Data collection,
interpretation, intervention:
uses systematic data
collection of performance,
patient results; interprets data
to practitioners; institutes
needed change

Includes written procedures

for taking remedial action

when

. inappropriate or
substandard services
are provided

. services that ought to
be provided have not
been provided.

42 CFR 417.106(a); 417.418

Peer review
See also: Review Guide,
Section VI, p. VI3.

Systematic data collection
See also: Review Guide,
section VI, pp. VI 3.4.

Remedial action
See also: Review Guide,
section VI, p. VI 4.

Clearly defines and assigns
to appropriate individuals
organizational arrangements
and responsibilities for QI
processes. QI1.0-2.5

QI committee is accountable
to the HMO's governing
body. Demonstrates
evidence of a formally
designated structure,
accountability at the highest
levels of the organization
and ongoing and/or
continuous oversight of the
Q.

Ql12.0-2.5

Documents and reports to
appropriate individuals
findings, rec 1

actions taken as a result of
Qf activity. Q13.0-3.3

10DS

Takes an active role in
improving the health stats
of members. QI 8.0 - 8.3
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Subject Regulations Agency Guidance NCQA

Quality Incorporates into ali
Assurance provider contracts and
Program employment agreements

requirements to participate
in QI activities. Specifies
that hospitals and other
contractors will allow
access to medical records of
HMO.

Uses measurements, QI data
collection, and analysis to
track quality improvement.
QI19.0-9.2.1

Establishes standards for the
availability of primary care
providers and access.
Assesses performance
against these standards.
QI7.0

Uses a variety of
mechanisms to identify
important areas for
improvement and to set
meaningful priorities.
Ql6.0-6.4

Takes actions to improve
quality and assesses the
effectiveness of these
actions through systematic
follow-up. QI 10.1 - 10.3
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Subject Regulations Agency Guidance NCQA
Quality Evaluates the overall
Assurance effectiveness of its QI
Program program. QI 11.0-11.2
If any QI activities are
delegated to coniractor,
demonstrates evidence of
oversight of the contracted
activity. QI 12.1 - Q1 12.2.2
Utilization | HMO must have effective See also: Review Guide, HMO must have a
manage- procedures to section f1f, code UMO1, p. Ill | documented utilization
ment’ monitor utilization and to 1. management program

control the costs of services
and to achieve utilization
goals, which may include
mechanisms such as risk
sharing, financial incentives,
or other provisions agreed to
by providers.

42 CFR 417.103(b)

description that describes
both delegated and
nondelegated activities.
UM 1.0

Uses qualified medical
professionals to supervise
review decisions where
procedures are used for
preauthorization and
COnNCUITEDt review.
UM20-22

Has a set of written UR
decision protocols based on
reasonable medical
evidence.

UM 3.0-3.3.1

Efforts are made to obtain
all necessary mformation,
including pertinent clinical
information, and
consuitation with treating
physicians as appropriate.
UM 4.0
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Subject Regulations Agency Guidance NCQA

Utilization Makes decisions in a timely
manage- manner depending on the
ment urgency of the situation.

UM S5.0

Clearly documents reasons
for denial and makes them
available to member.
Denial notification includes
appeal process information.
UM 6.0

Has policies and procedures
in place to evaluate
appropriate use of new
medical technologies.
UM70-7.2

Has mechanisms to evaluate
the effects of the program
using member satisfaction
data, provider satisfaction
data, and/or other
appropriate means. UM 8.0

If the HMO delegates any
UM activities to contractors
demonstrates evidence of
oversight of the contracied
activity.

UM 9.0
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Chairman THOMAS. Thank you very much, Mr. Walworth.
Ms. Lehnhard.

STATEMENT OF MARY NELL LEHNHARD, SENIOR VICE
PRESIDENT, POLICY AND REPRESENTATION, BLUE CROSS
& BLUE SHIELD ASSOCIATION

Ms. LEHNHARD. Mr. Chairman and Members of the Subcommit-
tees, my name is Mary Nell Lehnhard. I am senior vice president
for Policy and Representation for the Blue Cross & Blue Shield As-
sociation, and I am here representing the 68 Blue Cross & Blue
Shield plans.

We appreciate this opportunity to testify on the appropriate
standards that you are considering in introducing more choice of
programs into the Medicare Program. Blue Cross & Blue Shield
plans are eager to participate in broadening the choice of options
to Medicare beneficiaries. These plans currently enroll more than
30 million Americans in a range of managed care network products
that include HMOs, PPOs, and point-of-service products. Thirteen
Blue Cross & Blue Shield plans currently have risk contracts, and
30 plans are in the process of qualigying for these contracts.

As you consider specific standards for these new types of health
plans, we urge you to keep in mind three general recommenda-
tions. First, the existing standards in 1876 which set the standards
for the risk contracts already provide a comprehensive framework
for consumer protection. We do not think you need to look any fur-
ther. These standards cover such protections as open enrollment,
solvency standards, consumer grievance procedures, health plan
marketing, coverage of emergency and out-of-network services, ex-
planation of benefits, and continuation of coverage upon contract
termination. We have appended to our testimony a list of those
standards. We think these standards have served beneficiaries very
well and we urge you to resist more regulation.

Second, in applying these standards to the new options, we rec-
ommend three things: First, apply these standards uniformly to all
’tlxpes of health plans that offer coverage to Medicare beneficiaries.

his includes health plans offered by physicians and hospital orga-
nizations, the so-called PHOs. Second and very importantly, re-
quire all participating health plans to be licensed by the State in
which they operate. Again, this would include the PHOs.

Health plans that participate in Medicare are going to be accept-
ing. All of them, whether a PHO, HMO, or point of service are
going to be accepting an insurance risk of providing services in ex-
change for a capitation payment from Medicare. This is the busi-
ness of insurance, and beneficiaries will not be protected unless the
health plans meet very carefully designed insurance or HMQ laws
on solvency and other consumer protections.

The National Association of Insurance Commissioners is cur-
rently working aggressively on a strategy to assure that PHOs that
accept capitation payments are licensed either as insurance compa-
nies or HMOs in the States.

The third recommendation with respect to the application of
those existing standards is to use private accreditation, where pos-
sible. You have heard today that Medicare has already laid a foun-
dation for this. Hospitals that are accredited by JCAHO are
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deemed to be in compliance with the Medicare standards. In other
words, it is very simple: Congress sets the standards and if a pri-
vate accreditation organization wants to participate in deeming
those standards, then their private rules have to encompass Medi-
care or be equal to or better than, and HCFA would make that de-
termination.

Beyond the obvious cost implications of reducing costs for health
glans, private accreditation should be encouraged, because it would
irst say to beneficiaries that their health plan meets the same
high standards that major employers are demanding, and, second,
provides beneficiaries the advantages of private market demand for
not just the infrastructure rules, but the performance measure-
ments and the information on performance that would be given to
purchasers.

Our third and final overall recommendation as you develop these
rules is to recognize the two facets growing in most popular man-
aged care products. PPOs encourage the use of a health plan’s net-
work by offering lower cost sharing when the network providers
are used. And point of service, actually the most popular product,
point-of-service products rely on lower cost sharing to encourage
use of the network providers, but they include certain important
features of HMOs, primarily primary care referral requirement and
authorization for specialty services.

Mr. Chairman and Members of the Subcommittees, this is a sum-
mary of our recommendation and we look forward to working with
you.
[The prepared statement and attachment follow:]
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STATEMENT OF MARY NELL LEHNHARD
SENIOR VICE PRESIDENT
BLUE CROSS & BLUE SHIELD ASSOCIATION

Mr. Chairmen, and members of the committees, | am Mary Nell Lehnhard, Senior
Vice President, of the Blue Cross and Blue Shield Association, the coordinating
organization for the 68 independent Blue Cross and Blue Shield Plans.
Collectively, the Plans provide health benefits protection for 68 million people —
including more than 7 million Medicare subscribers with supplemental (Medigap)
insurance coverage and 200,000 beneficiaries enrolled in Blue Cross Blue Shield
HMOs. | appreciate the opportunity to testify before you on ways to strengthen and
improve the Medicare program.

Our statement today primarily addresses the issue of setting appropriate standards
for private heaith plans offered to Medicare beneficiaries and the role of federal,
state and private agencies in the oversight of these standards. In our view, the
structure of standards established under Section 1876 by the Social Security Act
offers a comprehensive framework for health plans to be made available to seniors.
We recommend, in addition, that:

* health pian standards be applied uniformly to all health plans, including those
sponsored by physicians and hospitals (PHOs);

« all health plans offered to Medicare beneficiaries be licensed to offer health
care coverage by the state and

» that Medicare expand its reliance on private accreditation to certify
compliance with applicable federal health plan standards.

In addition, we recommend that Medicare move quickly to expand the availability of
health plans such as PPOs and Point-of-Service plans.

in 1965, the Medicare program was designed to give seniors and the disabled
access to mainstream medical care and coverage modeled after the most common
kind of health insurance available to those under age 65 — health insurance that
was pioneered by Blue Cross and Blue Shield Plans. Since 1965, mainstream
coverage in the under 65 population has changed and Blue Cross and Blue Shield
Plans have led the way with innovative managed care options.

In an effort to make more comprehensive benefits available at lower cost, Blue
Cross and Blue Shield Plans have successfully developed and marketed to the
working population a wide range of health plan options. Blue Cross and Blue Shield
Plans Plans, collectively, have enrolied nearly 30 million subscribers in managed
care products. Blue Cross and Blue Shield, collectively, have the largest number of
subscribers enrolled in HMOs.

Medicare, however, has not changed. Only 10 percent of Medicare beneficiaries
have enrolled in HMOs. More teflingly, the options that dominate the under-65
market — Preferred Provider Organizations (PPOs) and Point-of-Service (POS)
products — are not available to beneficiaries. Medicare can best be strengthened
by making available to Medicare beneficiaries the same broad range of options that
have been widely adopted by the under-65 population.

Blue Cross and Blue Shield Plans are working to make the current limited Medicare
options available to seniors. Thirteen Blue Cross and Blue Shield Plans offer
HMOs or similar coverage to Medicare beneficiaries. As of the end of last year,
Biue Cross and Biue Shield HMOs enrolled more than 200,000 Medicare
beneficiaries, and the number is growing rapidly. In addition, nearly 30 Blue Cross
and Blue Shield Plans are in the process of developing and launching risk-based
HMO products to offer to Medicare beneficiaries.

In the more traditional area of Medigap coverage, Blue Cross and Blue Shield Plans
have also been innovators. Medicare Select products offer beneficiaries mare
affordable Medigap coverage that relies on a selected network of providers. The
Select products are, in fact, virtually the only way Medicare beneficiaries can obtain
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PPO-like or POS-like coverage. We believe that these products have a vital role to
play in offering superior coverage to Medicare beneficiaries and have demonstrated
the need for expanding the range of health plan options in a revitalized Medicare
program.

Guiding Principles for Reform

We believe that Medicare should move beyond the current limited options offered to
seniors. Medicare should apply the lesson learned by the private sector that private
competitive markets offer a better solution to the problem of controlling costs,
assuring quality, and providing better coverage than central bureaucratic controls.
In applying this lesson, we believe that three principles should guide the effort to
revitalize the Medicare program.

O Medicare beneficiaries should be able to obtain coverage from the same
range of mainstream health care coverage options that millions of working
men and women rely on, including HMOs, PPOs, and Point-of-Service plans,
in addition to the traditional indemnity coverage offered by the Medicare
program.

Q Medicare beneficiaries should be able to choose coverage within a
competitive market in which private organizations design, develop, manage
and offer innovative products to provide beneficiaries better coverage at a
better total cost. The federal government should continue to offer the
traditional program as an option for beneficiaries — but should rely on private
health plans to offer alternatives to traditional coverage.

Q Medicare should rely on a combination of federal, state and private
accreditation organizations to make available to beneficiaries licensed health
plans that offer high quality care and good value, and to supply beneficiaries
with the comparative information that will enable them to select the health
plan that best meets their needs.

The federal government should strive to establish a competitive private market that
meets the needs of seniors for high quality medical care and coverage. The federal
government should protect beneficiary interests by adopting regulations that
promote vigorous, responsible competition by emphasizing outcomes and
performance over process and paper work compliance. A program restructured
along these lines would work as follows:

0 Medicare beneficiaries would have the option of obtaining coverage from
among certified private health plans or the traditional Medicare program.

O Only health plans that are offered by licensed insurers and HMOs (or other
licensed entities), and meet federal standards would be able to participate.
To the extent possible, the federal government should rely on private
certification and state licensure to determine compliance with standards.

O Health plans would have maximum flexibility to design products that meet the
diverse needs of the Medicare population within basic standards for
adequacy of benefits.

O Medicare would determine the contribution that it would make toward the cost
of coverage provided by a health plan related to the actual costs of Medicare
beneficiaries.

QO Beneficiaries would select a health plan and pay the health plan the
difference between the Medicare contribution and the premium established
by the health plan. Beneficiaries would be able to switch health plans at
least annually.

A restructured, competitive Medicare market can provide beneficiaries access to
innovative health plan coverage options that millions of working Americans currently
enjoy. .
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Specific Principles for Health Plan Standards

Standards to safeguard vital beneficiary interests are a necessary part of any
Medicare reforms designed to expand access to private health plans Standards
should be designed to encourage, not stifle, innovation in the design of products
and the management of costs. They should emphasize the results that the health
plan delivers to its subscribers, not detailed procedural requirements

The existing requirements for Medicare capitated programs, Section 1876 of the
Social Security Act, establish a comprehensive framework for consumer protections.
(An outline of these requirements is attached.) These standards address;

open enroliment;

solvency;

health plan capacity;

gnevance procedures;

health plan marketing;

coverage of emergency services;

continuation of coverage upon termination of contracts;

explanation of benefit limitations such as requirements to use network
providers; etc.

We believe that this extensive list of standards speaks for itself. Even a cursory
review of the attachment suggests that health plans do not suffer from a lack of
standards. Congress should resist calls for still more regulation of the details of
provider selection and contracting or utilization management. We believe that the
current standards sufficiently protect consumer interests.

In applying these standards to health plans, however, we believe that Congress
should:

« uniformly apply the same health plan standards to all types of health plans
offering coverage to Medicare beneficiaries, including health plans
sponsored by physicians and hospitals (PHOs),

e require all participating health plans to be licensed to offer heaith benefit
plans by the states in which they operate;

e rely more extensively on private accreditation or state certification to identify
the plans that comply with its requirements.

A few comments on the second and third of these three points is in order. State
licensure is important to make sure that the health plans available to seniors meet
solvency and other financial standards. Federal law should, however, preempt
state laws that restrict the ability of managed care pians to actually manage costs
on behalf of their subscribers.

Private accreditation would reduce the Medicare program’s administrative costs and
avoid imposing duplicative costs of regulatory compliance on health plans and
consumers. Medicare has successfully relied on private accreditation to determine
comgpliance with the Medicare conditions of participation for hospitals. Hospitals
that are accredited by the Joint Commission for the Accreditation of Healthcare
Organizations are 'deemed' to be in compliance with the Medicare standards for
hospitals. Those hospitals that are not accredited (for the most part small, rural
hospitals) may be certified by the states under cooperative agreements with the
federal government. We believe this model has potential application to health
plans.

The private accreditation organizations that employers are beginning to use to
certify their health plans offer a foundation for Medicare to use to certify compliance
with its standards. We believe, however, that accreditation should be one means of
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demonstrating compliance with Medicare health plan standards, not a requirement.
The purpose of accreditation is to reduce administrative costs by accepting a
private certification as evidence that the health plan satisfies Medicare standards.
Medicare would determine whether an accrediting organization’s standards are, in
fact, at least as rigorous as Medicare’s own standards.

We believe that using accreditation to certify compliance with federal health plan
standards has significant merit for two additionai reasons. It would say to
beneficiaries that the health plan meets the same high standards that health plans
offered to millions of employed Americans meet.

In addition, private accreditation is demonstrating innovative approaches to setting
standards and reviewing health plan performance that will keep pace with the
demands of a competitive — and demanding — marketplace. For example, NCQA
has pioneered the development of methods of measuring performance and is using
these measures both in the accreditation process and as a means of providing
comparative performance information to purchasers. We believe that Medicare
should learn and benefit from this private sector innovation.

Standards for Health Plan Options

Medicare's rules and regulations governing benefit design are showing their age.
For all practical purposes, Medicare limits the private health plan choices that are
available to beneficiaries to those that were available in the early 1970s: traditional
indemnity coverage and the close-panel HMO.

The Medicare program is making some attempt to expand the range of choices
available to beneficiaries. We support these efforts, but believe that Medicare
should go further, faster. There is today — after more than fifteen years of
development and real-world testing in the market — nothing experimental about
products that combine a provider network with more limited coverage of out-of-
network services. Medicare should take steps to rapidly expand the availability of
two well-tested health plans:

s Preferred Provider Organization products which would create incentives for
consumers to use the health plan's provider network in the form of lower cost
sharing when a consumer receives care from a provider that is part of the
health plan’s provider network.

e Point-of-Service products also rely on lower cost sharing to encourage use of
the health plan's provider network, but they include other features of HMOs,
including primary care referral and authorization for specialist services.

In both types of products, when a subscriber is referred to a non-network physician
or other provider for services that are not available within the provider network, the
services will be covered as an ‘in network’ service (i.e., at the lower cost sharing
amount).

Beyond this relatively simple rule, the design of out-of-network benefits should be
left substantially to the dictates of the market place. Federal jaw should not
prescribe, in detail, cost sharing for out-of-network services. Such regulations,
while well intentioned, will increase the cost of coverage by limiting the incentives
for subscribers to use the providers that have agreed to participate in the health
plan’s provider network.

Conciusion

We appreciate this opportunity to present our perspectives on Medicare reform,
generally, and the more specific changes that are needed in health plan standards.
We believe that Medicare already has in place a comprehensive set of health plan
standards. Improvements can be made in three areas.



136

* the uniform application and enforcement of health plan standards to all types
of health plans offered to seniors;

» allowing only entities that are licensed by states to offer health plans to make
coverage available to Medicare beneficiaries; and,

» the introduction of private accreditation by organizations recognized by
Medicare as adopting standards at least as rigorous as those established in
federal law as an alternative means of demonstrating compliance with health
plan standards.

We look forward to future opportunities to share with the Committee the resuits of
our analyses as they are completed over the upcoming weeks and to work with you
as you take up the complex challenge of bringing Medicare into the 1990s and
putting it on a sound footing to face the 21st century.
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Attachment: Section 1876 standards

Section 1876 of the Social Security Act already establishes a comprehensive

framework of consumer protection regulations. Section 1876(c) establishes a broad

range of standards designed to protect consumers:

=]

Subsection 1876(c){2)(A) requires health plans to cover the services covered
under Part A and B of the traditional program and allows health plans to offer
supplemental benefits as an option available to beneficiaries.

Subsection 1876(c)(2)(B) requires risk-contractors to comply with Medicare's
national coverage determinations or policies.

Subsection 1876(c)(3)(A) requires risk-contractors to have an annual 30 day
open enroilment period, and to maintain continuous open enroliment for any
beneficiary who loses coverage because another risk-contractor’'s contract is
terminated.

Subsection 1876(c)(3)(B) requires health plans to terminate a subscribers
enroliment within one month of the subscriber's notice of termination.
Subsection 1876(c)}(3)(C) requires marketing materials and practices of risk-
contractors to be approved by the Secretary and prohibits the use of
materials that are inaccurate or misleading.

Subsection 1876(c)(3)(D) prohibits risk contractors from refusing to enrolf or
renew coverage on the basis of a beneficiary’s health status.

Subsection 1876(c)(3)(E) requires risk contractors to provide subscribers
with an explanation of;

benefits,

out-of-network coverage,

out-of-area coverage,

emergency coverage, and

appeal rights/procedures.
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Subsection 1876(c)(3)(F) requires risk contractors to provide ‘continuation
coverage' in the form of supplemental benefits for up to six months in the
event that it terminates its contract with Medicare.

Subsection 1876(c)(4) requires risk contractors to make services “available
and accessible” to all subscribers with reasonable promptness and whenever
medically necessary 24 hours a day and seven da;'s aweek.

Subsection 1876(c)(5) requires risk contractors to establish grievance
procedures. It also allows members who are dissatisfied with the outcome of
the grievance procedures to submit unresolved disputes to an appeal to the
Secretary and to seek judicial review.

Subsection 1876(c)(6) requires risk contractors to establish a quality
assurance program for the health services that it provides to its subscribers.
Section 1876(c)(7) limits the liability of the nsk-based contractor for primary
coverage of medical care that is in progress at the time the beneficiary elects
coverage from the risk contractor.

Section 1876(c)(8) requires risk contractors to comply with Medicare

regulations concerning advance directives.

In addition to these standards,

m]

a

Section 1876(h) establishes solvency standards; and,

Section 1876(i) establishes various administrative standards that risk
contractors must meet, including:

prohibitions on actions designed to deny or discourage enroliment by
beneficiaries in need of substantial future medical services;

requirements for review by Peer Review Organizations; and,

restrictions on the type of contractual refationships that the health ptan can

enter into with providers.
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Chairman THOMAS. Thank you very much for your testimony.

Does the gentleman from North Carolina wish to inquire?

Mr. BURR. Thank you, Mr. Chairman.

Dr. Bristow, the rest of the panelists thank you. We just saw
each other last week, so I will be very brief with you, because I
have had an opportunity recently.

Dr. Bristow, does the AMA believe that a market-driven system
can meet or exceed the quality of care standards currently under
the HCFA driven plan?

Dr. Bristow. Thank you, Congressman. We certainly do believe
that that is feasible to do by utilizing a good deal of the private
sector efforts that are already underway, some of which you have
heard testimony from earlier today. We believe that by bringing
those private sector coordinates together with representation fgr]om
government, the insurers, the purchasers in the form of business
and consumers, that certainly one could be able to develop the sort
of guidelines that are needed for assessing outcome studies, assess-
ing effectiveness studies, putting together practice guidelines that
would, we believe, be even more effective in terms of assuring qual-
ity care to Medicare recipients than they have today.

Mr. BURR. Let me ask you a question as it relates specifically to
your proposal. You mentioned that physician networks are able to
assume risk, effect self-insure by securing the risk with their assets
and their services. Yet, you also acknowledged that these groups
lack capital, the management infrastructure, and I think to some
degree the resources that managed care companies currently have
in the marketplace.

I guess my question would be, help me sell the fact that a deci-
sion to go to something like what you are proposing is responsible
on the part of the Congress of the United States.

Dr. Bristow. The rationale behind our suggestion is that the
physician and provider network would already have that which an
insurer would have to go out and purchase and therefore has the
capability, if there is a shortfall in terms of funding, to still provide
the services by virtue of the contractual arrangement that they
have made. So capital is not important. Capital 1s still important,
but the degree of capital reserves that an insurer has to have we
believe would be excessive for those who have the capability of as-
suring that the services are going to be provided.

Mr. BURR. Let me move quickly, if I can, because the clock in
Ways and Means is much quicker than the clock in Commerce. Mr.
Sprenger, risk reward savings, could you define that for me?

Mr. SPRENGER. Sure, this is where you accept a certain amount
of risk within a quarter in that if you can help save costs, you get
to keep some of that reward.

Mr. BURR. Insurer or beneficiary?

Mr. SPRENGER. The insurer and the provider,

Mr. BuUrr. The reason I ask is that the administration has re-
ferred to that as financial coercion and would be vehemently op-
posed to any sharing of those savings with seniors in this country,
and I think that testimony has already been made.

You indicated that a partial capitation arrangement might be an
option with Medicare Programs. I think the exception would be
that you would propose not to assume the risk for the high-cost
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casegx or the worst case scenarios. Was that an accurate descrip-
tion?

Mr. SPRENGER. No, not at all. What it was was a shared risk. We
agree with my colleagues at the table here who talk about the fact
that if we as a group of providers are going to become an insurance
company and assume all of the same risk that they assume, we
need to be regulated and we need to be licensed in the same way.

hWhat: we are talking about is there are parts of this country
that—

Mr. BURR. I can see people turning to me saying if we allow you
to assume a level of risk up to a point, you have written a plan
that lets them really skim the cream.

Mr. SPRENGER. You would have all the same requirements in
terms of who you enroll into that risk. This would not be creaming
off. By risk, I am talking about the risk of taking care of an indi-
vidua{, not risk by their health condition.

Ms. LEHNHARD. Congressman, could I interject here?

Mr. BURR. Yes, ma'am.

Ms. LEHNHARD. I think it is very important to realize that State
licensure for HMOs and particularly insurance companies already
recognize that different organizations have different levels of risk.
We are subject to a range of different reserve requirements based
on different types of business we have. The business that we have
with HMOs that we provide only a stop loss, we do not have to
have the same level of reserves for.

What I think is very important to realize is that the contract
that a PHO would have with Medicare to accept the capitation pay-
ment, that transfers risk and the PHO would further transfer risk
to the physicians participating. That is another contract. A number
of States have already said that is illegal, unless they are licensed
as an insurance company or an HMO. They do not have to reserve
at the level that our fully insured business does. There is adequate
adjustment for that.

Mr. BURR. Mr. Chairman, one last question, if I may. I believe
this is very important and I would like to direct this to Ms.
Lehnhard.rﬂ' we in fact try to inject choice into the senior self-care
system, how many options do you see that Blue Cross & Blue

hield itself creates for that possible scenario?

Ms. LEHNHARD. In addition to the current HMO option, we think
there are two that we would like to put on the table, and that is
one of service, which is by far and large the most rapidly growin
option, and that lets people go outside the network when they nee§
to, and also the preferred provider option. What is ironic is that the
options that people are voting with their feet on are most popular
and not available to Medicare beneficiaries.

Mr. BURR. In fact, the debate is not over HCFA as it exists and
an HMO. We are not limited to two choices?

Ms. LEHNHARD. We think the basic program should continue to
be available, but we think you can put at least HMO point of serv-
ice and PPO very distinct products on the market.

Mr. BURR. I thank all of you. We have run out of time. Mr.
Chairman, I yield back.

Chairman THOMAS. The gentleman’s time has expired. I will tell
the gentleman that he perﬁaps inadvertently reinforced Einstein’s
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theory of relativity, because I understand that the Commerce clock
is 5 minutes and our clock is 5 minutes. The difference is you may
be having more fun here than in Commerce. [Laughter.]

Does the gentleman from California wish to inquire?

Mr. STARK. Thank you, Mr. Chairman.

I have basically two questions. I wish we had more time, but the
Chair wants to cover a lot of ground here today. I referred earlier
to a letter written by Secure Horizons—Pacificare, a for-profit oper-
ator of health plans, in responding to an advocacy group represent-
ing a gztient who was unhappy. What Secure Horizons says is
please be advised that Secure Horizons is not a provider of medical
care; rather, it pays independent health care providers and the
physicians and other providers of treatment that are independent,
basically saying to the patient, I am sorry, we are not going to tell
you. The last paragraph says, “In accordance with the California
Health and Safety Code, the results of our quality assurance re-
views are kept confidential.”

In their marketing brochures, while I suppose a lawyer would
say they skimmed by here, they say that by administering and co-
ordinating your benefits, we are able to deliver comprehensive
health care coverage efficiently and cost effectively. They go on to
say that they want virtually no paperwork and they want to be the
premier heaﬂh care organization, and so forth.

My sense is that they are sei]ing one thing and providing an-
other. So I would ask each of you—and I have %ooked at your testi-
mony and I think all of you advocate choice and having the bene-
ficiaries be able to select—two questions. Do you not all think that
the results of quality surveys or accreditation surveys or whatever
other empirical data and/or subjective data that is available should
be made available to beneficiaries? That is one question.

The other question that I would ask is whether all of you feel
that the entities that you represent will be able to provide or con-
tinue to provide quality care, if there is over the next 7 years a
$452 billion reduction in payments for both Medicare and Medic-
aid? I know the American Hospital Association has suggested $160
billion. That leaves you $100 billion light just for Medicare. But I
want to know whether you think that $452 billion in the aggregate
is about the right amount, too much of a cut, or too little.

Dr. Bristow, should rankings or studies be made available to
beneficiaries to help them judge?

Dr. Bristow. Congressman, we feel very strongly that patients
should have as much information about the quality of care that
they are trying to select among as possible.

Mr. STARK. How about getting the numbers. Is $452 billion about
right, too big a cut, too little a cut?

Dr. BristTow. We have not examined numbers per se. What we
have done is said that we believe that we can have quality——

Mr. STARK. The light is going to go on.

Dr. Bristow. I am sorry.

Mr. STARK. Mr. Sprenger, should the studies and the reviews be
available to———-

Mr. SPRENGER. Absolutely, and in the system I represent, we
have 99 percent approval from our Medicare enrollees.

Mr. STARK. What about the $452 billion in cuts?
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Mr. SPRENGER. I can say that cannot happen without some
change. Some change needs to occur, and what is the amount——

Mr. STARK. Do you think your members could continue to provide
good quality care with those big cuts?

Mr. SPRENGER. I do not know what the right number is. We did
support $160 billion, as you referred to, but we know that we can
only approach the numbers that we are trying to approach if we
do move into more coordinated care programs with our seniors.

Mr. STARK. Mr. Walworth.

Mr. WALWORTH. Again, I would respond in much the same way
as the prior two panelists. I think that there is no question that
studies and comparable factors ought to be part of a program, and
I thénk that is one of the critical standards that needs to be devel-
oped.

Mr. STARK. And made public?

Mr. WALWORTH. And made public. Just to clarify—and I do not
know the specifics of the Secure Horizons Program that you ref-
erenced—I think that there is an issue of confidentiality re¥ated to
each specific case review that takes place.

Mr. STARK. This is the plan’s ranking, not the—

Mr. WALWORTH. I think that there 1s no question but what——

Mr. STARK. How about the number?

Mr. WALWORTH. I think the number again is part of the whole
debate we are engaged in and you——

Mr. STARK. You do not have an opinion of whether it is just
right, too high or too low?

%Vlr. WALWORTH. I do not know the answer, because part of that
is related to the question of exactly how are we going to respond
and change the Medicare Program.

Mr. STARK. I will see if Mary Nell wants to weigh in on this.

Ms. LEENHARD. We have supported the private accreditation. It
is my understanding that NCQA on the infrastructure rules makes
that public to purchasers, and on the performance standards they
are moving into, HEDIS, the primary objective is to make that
available to purchasers, so it would be avail]able.

Mr. STARK. It is a California law that they are hiding behind,
and I do not really know what the Federal law is. I just think if
we are going to ask the people to make choices, they have got to
have something to compare besides advertising brochures.

Ms. LEENHARD. We agree.

Mr. STARK. What about the numbers? Is Blue Cross making a
statement on the numbers?

Ms. LEHNHARD. I agree that the best hope of slowing the rate of
increase is to move to the——

Mr. STARK. Do you think we can hit $452 billion in cuts over the
next 7 years?

Ms. LEHNHARD. We are not qualified to answer that.

Mr. STARK. Thank you.

Chgirman THoMAS. Does the gentleman from Iowa wish to in-
quire?

Mr. GANSKE. Thank you, Mr, Chairman.

Dr. Bristow, earlier in the hearing there were some rather un-
kind class warfare type of comments, and I am going to be very
kind to you because I am not going to ask you to comment on the
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fact that congressional salaries place Congressmen in the upper 5
percent, and I am certainly not going to ask you to comment about
congressional pensions.

Dr. Bristow. Thank you.

Mr. GANSKE. I would like to ask you and Mr. Sprenger a ques-
tion about provider antitrust, because I see a relationship develop-
ing in the PHO area. Have your organizations worked together to
address some of the areas where we could correct some of the anti-
trust provisions that are limiting this area? Have you found any
common ground?

Dr. BrisTow. We have had discussions between the two organiza-
tions and we are attempting to find common ground. I do not think
we are prepared at this time to try to report on that, but the dis-
cussions are ongoing.

Mr. GANSKE.% would very much appreciate it if both of you could
provide me with specific language on areas in the code related to
antitrust that are preventing increased competition in this area.

I want to move really to the subject of the hearing, which is
standards of care, and I would like to ask Mr. Walworth and Ms.
Lehnhard if they would care to enter into this.

You both cautioned the Subcommittees against enacting laws
which would frustrate the ability of managed care plans to control
costs, and I certainly agree with that, but you did not specify ex-
actly what fell into this category. So let me ask you about a few
specific proposals and you tell me if these proposals are
“antimanaged care.” .

Would it be antimanaged care to establish and maintain a suffi-
cient number and geographic spread of providers to ensure that all
covered services are accessible to each enrollee in a reasonably
prompt manner?

Mr. WALWORTH. From my perspective, not at all. I think it is the
issue of what goes into those numbers. You will find in most
HMOs, particularly under State law, that there are requirements
and guidelines under the Federal HMO requirements, as well, that
guide access to care, and these become measurements of that ac-
cess to care.

Mr. GANSKE. Ms. Lehnhard, would it be antimanaged care to en-
sure a prom;)t or timely authorization of payment for emergency
medical care?

Ms. LEHNHARD. No, and I would make the comment on all three
of these that Medicare standards currently for risk contract ad-
dress all of these and NCQA gets into a great deal of detail of look-
ing at these. For example, Medicare has a 30-minute drive time
rule on certain types of providers, so there are extensive standards
in all these areas already.

Mr. GANSKE. Let me specifically ask you, because I have stayed
in emergency rooms and waited for extended periods of time to get
authorizations for managed care to go ahead with treatment.
Would you think it was reasonable, if you placed a call through a
managed care organization and you have not received a reply with-
in say 30 or 40 minutes that you could proceed with treatment, and
then expect payment? Ms. Lei;nhard.

Ms. LEHNHARD. I hesitate to comment on that specifically. I do
not know what the rules are in the accreditation process. There are
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rules for these things and it is a question in some cases of enfore-
ing those rules, just like under the basic program.

r. GANSKE. That it would not be unreasonable to have some-
thing related to that issue?

Ms. LEHNHARD. I do not know about specific times, but treatment
in emergency rooms is definitely part of both the current Medicare
and accreditation process standards.

Mr. GANSKE. Thank you so much.

Chairman THOMAS. Thank you.

Does the gentleman from Florida, the Chairman of the Sub-
committee on Health, wish to inquire?

Chairman BILIRAKIS. Yes, Mr. Chairman. Thank you.

Mr. Sprenger, just one specific question to you and then maybe
a general one to particularly Dr. Bristow, plus a couple of the oth-
ers of you.

Mr. Sprenger, in your written testimony—of course, you men-
tioned this in your oral testimony, too—you talked about the pro-
vider sponsored networks which, generally speaking, frankly I
think are a good idea. But you said that Medicare should take ad-
vantage of the innovations and efficiencies offered by PSNs by join-
ing them in risk-sharing arrangements. Under such risk-sharing
arrangements, PSNs would be paid on a partial capitation basis,
but the risk assumed by the PSN would be limited, and that is
when you referred to the fact they should be regulated somewhat
differently. But that is another question and I am not going to go
into that.

But who would assume the risks? That is the key thing. Basi-
cally, my question is, Who would assume the risks that the PSN
is not subject to? Are we expecting that the beneficiaries would be
liable in any way whatsoever?

Mr. SPRENGER. No, Medicare now goes under the fee-for-service
system. You basically are an insurance company and you bear the
risk for that. What we are suggesting is, for instance—and I am
sorry Congressman Burr is not here, but his question about that
quarter of the risk reward—right now, provider groups have such
arrangements with HMOs, with Blue Cross angr other organiza-
tions, where we take a certain portion of the risk, as well as the
reward in managing care efficiently and effectively.

What we are suggesting is that if we are going to make major
strides of moving managed care into the Medicare population to de-
pend upon just where there are licensed HMOs in order to have
that kind of risk-reward kind of sharing arrangement, that is why
we are suggesting that there be an opportunity for provider groups
to work directly with Medicare. We have communities where the
50-50 rules do not work, and the 5,000 minimum does not work.
We have some rural communities where we can start moving into
Lna(rilaged care and that is that direct relationship we think should

e done.

Chairman BILIRAKIS. That is fine, but why should there be a par-
tial compensation basis?

Mr. SPRENGER. Otherwise we need to get licensed as a full HMO,
if we are going to take on the full risk.

Chairman BILIRAKIS. But this is all part of the overall picture,
is it not, that AMA has made certain recommendations?
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Mr. SPRENGER. That is correct.

Chairman BILIRAKIS. But if you did not have to go through the
onerous regulations of trying to get the proper approvals and li-
censes, and so forth, is there any reason why you should be par-
tially capitated?

Mr. SPRENGER. No. I think that with provider groups, you are
going to limit it, though, with a number of provider groups that are
prepared today to go at full risk. When you deal with populations
all over the country, they are just not all ready to take on that full
risk, and I think this is a transition period we are talking about
and that we ought to start moving some of those managed care
principles as quickly as we can as choices in the population

Chairman BILIRAKIS. Dr. Bristow, in the AMA red booklet, you
sugg)ested this sort of thing, but were you thinking partial capita-
tion?”

Dr. BrISTOW. We were thinking that physicians should not be re-
quired to put up the same amount of reserves an insurance com-
pany has at risk because of the fact that physicians do have some
capability of providing the services should the bank run dry, so to
speak. But they also obviously have the opportunity to purchase re-
insurance to back up the risk taking that they do assume through
other entities. We believe that those are all viable ways in which
provider groups could accept the risk and move on.

Our problem is that the way the current antitrust laws are writ-
ten, they were written for a different time, and we do not want
physicians to be exempted from the antitrust laws. We simply want
the sort of accommodation that will allow them to compete in to-
day’s market in a realistic way.

Chairman BiLIRAKIS. Well, all right. My time is about to expire,
and I for one want to make the Korean memorial dedication be-
cause 1 am a Korean veteran. And I know we have another panel
to go, so I am just going to yield back the balance of my time, Mr.
Chairman. But I am very curious about how we should measure,
how we are measuring physician performance and any rec-
ommendations on how that should maybe better be done, so pos-
sibly I give unanimous consent for Dr. Bristow and the others to
submit that information to the Subcommittees.

Thank you very much.

Chairman THOMAS. Does the gentleman from Ohio wish to in-
quire?

Mr. BROWN. Thank you, Mr. Chairman. Thank you for holding
this joint hearing to both Subcommittee Chairs.

I am concerned about the standards for managed care, and I do
not want to be characterized as antimanaged care, but I am con-
cerned about the standards. I look at something as scary, if you
will, as the drive-through deliveries, that term that has been ban-
died about, where some insurance companies have basically pushed
women that have just had children out of the hospital after one
night’s stay in order to save money, and demonstrating the extent
to which your health insurance plans are intruding into medical
practice. I know that physicians are concerned about that. Dr.
Ganske mentioned that a moment ago, just that physicians’ prac-
tices tend more and more to be dictated to by insurance companies.




146

Dr. Bristow, in your testimony you state that choice is at the
heart of your proposal. I also note that the AMA supports allowing
physicians to charge Medicare beneficiaries the amount that they
want above what Medicare will pay. If the majority of Medicare
beneficiaries are making less than $25,000 a year, how can they af-
ford these extra charges? Increasing the fee-for-service cost, how
does that increase choice for those people that cannot afford to go
beyond what they are paying now?

Dr. BrisTtow, Well, the AMA proposal calls for full payment of
the premiums for those who are below 100 percent of poverty and
for partial payment of premiums on a sliding scale for those up to
150 percent of the poverty level.

We also have a longstanding existing policy within the AMA call-
ing upon physicians to accept whatever Medicare sets as the pay-
ment for service for anyone who is below 200 percent of poverty.
So that we do not believe that the low-income individual is going
to be hurt by our proposal for those reasons.

We also feel, however, that there are opportunities, even with a
low-income individual, to provide positive incentives for them to be
cost conscious. If there is a way in which particularly the low-
income individual can make a judgment as to whether or not to go
to the emergency room with a cold or wait until tomorrow and go
and see the doctor in his office with this same cold, and there is
a possibility that at the end of the year he may get a few hundred
dollars from his refundable deducti%le, that is all that we are try-
ing to encourage: the use of judgment in obtaining health care serv-
ices.

We think that is going to have a very salutary effect, and as you
have seen from our physician paper, the red book, Price
Waterhouse thinks that that would amount to a substantial sav-
ings over the course of 7 years.

Mr. BROWN. Well, certainly understanding in the case of someone
that is home and is sick but probably not sick enough to go to the
emergency room and makes that decision based on costs that might
accrue to them, that they may have to pay out of pocket to wait
until tomorrow to do that, that is not the case every time, obvi-
ously. The patient is not really making those cost decisions much
because the patient is relying on the physician.

How do we cut $270 billion from Medicare as proposed in the
House with Medicare paying less to doctors—presumably paying
less to doctors—and find a way that senior citizens are not going
to have higher copayments, higher deductibles, higher premiums?
How is that going to happen?

Dr. BrisTow. Well, the proposal that we have put forward sug-
gests that using the incentive of cost consciousness and individual
responsibility on the part of the beneficiary, plus making physi-
cians more price sensitive by making their cost of services available
to patients is a combination that we think will work effectively in
terms of ameliorating the rate of increase of cost at the present
time.

Mr. BROWN. The average senior citizen making $25,000 a year
pays about 20 percent out of pocket right now for health care costs.
That number can go up. That is not price sensitive enough?
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Dr. Bristow. Well, what Price Waterhouse says, Congressman,
is that of the entire spectrum of Medicare patients, 40 percent of
them will actually pay less out of pocket with the proposal we have
made, 50 percent will pay the same out of pocket with the proposal
we have made, and 10 percent will actually pay more, most of
those being the high-income elderly.

Mr. BROWN. Thank you, Mr. Chairman.

Chairman THOMAS. Thank you.

Does the gentleman from Texas wish to inquire?

Mr. LAUGHLIN. Thank you, Mr. Chairman.

Ms. Lehnhard, I want to ask you a few questions regarding the
existing requirements for Medicare capitated programs listed in
your statement. I want to ask you if these requirements that are
outlined in section 1876 of the Social Security Act, if Blue Cross
& Blue Shield has any feeling or opinion whether these standards
are sufficient to protect consumer interests.

Ms. LEHNHARD. Yes, we think they are sufficient, and they have
done a very good job of protecting the Medicare enrollees in the
current HMO risk contracts.

Mr. LAUGHLIN. Then I want to ask, it is my understanding these
standards were written some 10 years ago, and would you agree
that the medical marketplace has changed significantly in the last
10 years? And if you agree with that, do you have an opinion as
to whether the Subcommittees should reevaluate these standards
to determine if they sufficiently reflect the current managed care
practices? I refer you to your statement where in section 1876(c)(5),
you state that it “allows members who are dissatisfied with the
outcome of the grievance procedures to submit unresolved disputes
to an appeal to the Secretary and to seek judicial review.” As I read
that, that would require me to go back and tell my senior citizens
that if they have a grievance, t%ey have got to find a Federal bu-
reaucrat to take their complaint to.

Ms. LEHNHARD. First of all, I would definitely urge that the Sub-
committees review these standards to be sure you are comfortable
with them. Second, I think these standards are backed up by pages
and pages, hundreds of pages of regulation that change frequently.
And that is the beauty of these standards, is that they are broad
and they do allow regulatory interpretation to keep up with the
market.

In terms of the people having to go to the Secretary, I think it
is very appropriate to have the Secretary available as a last resort
on some types of—and I can very quickly get out of my depth
here—on some types of appeals. But, again, Medicare and TQA re-
quire the health plan itself to have a series of appeals available to
consumers. Whether or not the Secretary is the last step in the ap-
peal process would be up to the Committees.

Mr. LAUGHLIN. Well, I want to continue with those standards
and ask you: Who enforces these standards at the current time?

Ms. LEHNHARD. Right now I believe—and I look to other people
here—HCFA does.

Mr. LAUGHLIN. That is my understanding also.

Ms. LEHNHARD. I do not think that there is any deeming in any
of the—
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Mr. LAUGHLIN. I next want to ask you, once an HMO is certified
as meeting the section 1876 requirement, who reviews and evalu-
ates them to be sure the requirements are being met?

Ms. LEHNHARD. That would be HCFA'’s responsibility.

Mr. LAUGHLIN. That is all I have, Mr. Chairman.

Thank you very much.

Chairman THoMAS. Thank you.

I will kind of divide the four of you into two groups, and I want
to ask a series of questions so I can understand either the
similarities or the differences.

Dr. Bristow and Mr. Sprenger, what you seem to be saying, a lit-
tle bit in terms of your desire to do the partial risk with HCFA,
is that it might be easier for people to understand an analogy be-
tween a farmer and a city folk, and that when you are dealing with
food, the city folk have to buy it so they need more money, and the
farmers do not need as much money {)ecause they grow the food
and they can eat it. You folks are saying you are the providers, and
so you do not have to pay for part of it; you can provide it yourself,
and so you ought to be able to create a structure where you do not
have the same profile. The farmer should not have to have the
same cash reserves as the city folk because insurance companies
would have to buy the services that you folks have contained in the
structures.

Is t;’hat basically the point you folks are making about your struc-
tures?

Dr. BrisTow. I think that is a very good homey way of express-
in%it, and I think it does a good job.

hairman THoMAs. Well, I thought it was rather sophisticated,
but that is OK. [Laughter.]

Mr. SPRENGER. Congressman, I would go one step further. We
are not advocating that if we were going to take on the full risk
that we should not meet all the requirements that apply to HMO.
If we are going to change the rules, it ought to be a level
playingfield, and the rules ought to change for an HMO as well as
for those who take full risk.

I think the important thing for us is: Why aren’t more enrolled
in HMO plans today? If we are going to——

Chairman THOMAS. I understand your point, but you understand
our concerns that it looks like we are creating a privileged group
who get to pick and choose a little bit. So that is why I want to
pursue some questions to understand it.

In the red book from the AMA, they do describe a profile, which
is a Physicians Coordinated Care Organization, or something like
that. Is that basically in your understanding, Doctor or Mr.
Sprenger, the same thing you are talking about 1n terms of the in-
tegrated networks? Are we talking basically about the same thing?

Mr. SPRENGER. In terms of an integrated network, we are includ-
ing all components.

Chairman THoMAS. So that would be similar to what? So you
folks are both focusing on the same concept, with the understand-
ing that Medicare would be the fall-back risk responsibility of last
resort. And it occurred to me in trying to think through that model,
would HCFA as an entit{l meet the standards that we currently
apply to folk to carry out that full risk, any of you?
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Mr. WALWORTH. If I may, Mr. Chairman, I think that the propos-
als that you have heard for partial capitation significantly alter the
role of t{ne Federal Government as the administrator, because it
suggests that they are going to do something remarkably different
than they have been historically doing—that is, really overseeing,
operationally, the payment of claims on a fee-for-service basis.

Now you are getting into them being part of a process in which
they have delegated to someone else the responsibility for manag-
ing care toward a target, but they are going to be holding the dol-
ars.

Chairman THOMAS. What is part of my concern, we are taking
a culture that is locked into a particular arrangement and assum-
ing that in a relatively short period of time, or almost instanta-
neously, they turn into a different kind of a structure. It is an in-
teresting idea. I think we ought to take a look at it because, clear-
ly, it does get us in the field faster. But I think, Mr. Walworth and
Mr. Sprenger, one of the problems I have is that I fall back on
HCFA and I look at them and I just do not see somebody there who
is ready to assume those kinds of responsibilities.

Now, the other side, I want to ask you folks, obviously Blue
Cross & Blue Shield is in a lot of places. Do you have some real
problems in terms of trying to meet State standards that are dif-
ferent? Do you see a broad range of standards out there that make
you folks different in different States significantly?

Ms. LEHNHARD. Well, we are regulated differently in different
States. We have supported a level playingfield, but in some States
we are regulated much like the rest of the industry, in some States
we are regulated as the carrier of last resort.

Chairman THOMAS. Well, have you found that in some States the
standards that you have to meet are pretty much the same or high-
er than the Federal standards?

Ms. LEHNHARD. I think those types of standards you are talking
about are unique to the private sector. They have to do with rates
in a small group market, enrollment practices in the individual
markets. They do not overlap with the Medicare standards.

Chairman THoOMAS. But what I have heard here from a number
of folks is that when, in fact, they do overlap, the private sector
standards are oftentimes higher than the Federal standards, and
that as a matter of fact, some organizations that have met the Fed-
eral standards flunk the private sector standard.

Ms. LEENHARD. I know in California there are some unique is-
sues that I am really not qualified to address.

Chairman THOMAS. Well, my concern is—and I was going to use
California as another homey example—that in air quality stand-
ards, California is higher than the Federal standards, and that one
of the difficulties we have now is that we cannot get the Feds and
the State together because on the way to meeting the State stand-
ards, they meet the Federal standards, but the Feds will not allow
certification for the Federal standards in trying to meet the State
standards. So instead of pursuing one leve wﬁich is higher than
the other, you wind up having to meet two different standards,
which, in fact, you met in a portion of the other one. I am just
scared to death that if we try to build up a very heavy, top-hea
bureaucratic standard structure, make HCFA better in that regard,
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we are not only going to not do as good a job as the private sector
is doing, but create in a State-Federal structure here duplication
that is not only needless but probably does not do the job we
thought it was going to do.

My time has expired, and I want to thank this panel very much.

Chairman BILIRAKIS [presiding]. I would ask the next panel to
come forward now, if they would, please.

Dr. Richard V. Aghababian, chairman of the Department of
Emergency Medicine, University of Massachusetts Medical Center,
Worcester, Massachusetts, on behalf of the American College of
Emergency Physicians, and he is accompanied by Dr. Dawvid S.
Davis, who is the attending physician in North Arundel Hospital,
Glen Burnie, Maryland.

And we have Dr. Peggy M. Connerton, director of Public Policy,
Service Employees International Union.

As per usual, your written statement is made a part of the
record, and we would ask you to do the best you could to try to stay
as close to the 5-minute rule as you might be able to.

We will start off with Dr. Aghababian. Did I mess that name up
too badly?

Dr. AGHABABIAN. No. You have done quite well, sir. Thank you.
I appreciate that.

Chairman BILIRAKIS. With a name like mine, I should do well.

STATEMENT OF RICHARD V. AGHABABIAN, M.D., CHAIRMAN,
DEPARTMENT OF EMERGENCY MEDICINE, UNIVERSITY OF
MASSACHUSETTS MEDICAL CENTER, WORCESTER, MASSA-
CHUSETTS; ON BEHALF OF AMERICAN COLLEGE OF EMER-
GENCY PHYSICIANS; ACCOMPANIED BY DAVID S. DAVIS, M.D.
ATTENDING PHYSICIAN, NORTH ARUNDEL HOSPITAL, GLEN
BURNIE, MARYLAND

Dr. AGHABABIAN, Chairman Thomas, Chairman Bilirakis, I am
Dr. Richard Aghababian, president of the American College of
Emergency Physicians, a practicing emergency physician, and
chairman of the Department of Emergency Medicine at the Univer-
sity of Massachusetts.

In 1992, 12.5 million of all emergency department visits in the
United States were made by patients over the age of 65. Yet, today,
emergency medical services are the single set of medical services
most subject to payment disputes involving Medicare HMO enroll-
ees. Nowi\ere is there a greater need for standards to protect sen-
iors than in the area of emergency medical services.

The magnitude of this problem first surfaced in 1992 when a
study commissioned by HCFA revealed that 40 percent of the cov-
erage disputes involved “in-area” emergency services and an addi-
tional 20 percent of coverage disputes involved “out-of-area” urgent
care services. The study’s author described emergency services as
“dispute prone.”

Senior citizens in the emergency department setting are particu-
larly challenging because their symptoms are often complicated
and),, therefore, diagnosis may be difficult.

Let me quickly review a case for you which exemplifies this prob-
lem. A 71-year-old male was admitted to the emergency depart-
ment with vague chest discomfort and general malaise. He had suf-
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fered a heart attack 2 years before. However, his blood pressure
and pulse were normal, and the initial cardiogram did not indicate
a heart attack.

The primary care physician denied authorization and advised
that the patient be discharged home. It was the decision of the
emergency physician to hold the patient in the emergency depart-
ment for further observation. The old record indicated the patient
had had similar vague symptoms before his prior attack and that
he had not visited the emergency department since that previous
episode. One hour later, while being observed in the emergency de-
partment, the patient went into cardiopulmonary arrest. Fortu-
nately, he was successfully resuscitated in the emergency depart-
ment.

This case demonstrates clearly that a telephone consultation is
not a substitute for a physical examination. We have to remember
that some patients are more stoic than others and react differently
than other patients when they experience pain or frightening
symptoms. This is why it is so critical to consider the patient’s own
experience when evaluating the urgency of the patient’s condition.

As noted, the crux of the problem with regard to Medicare in-
volves the definition of emergency medical condition.

HCFA's current definition places emphasis on the ability to judge
the risk of permanent damage to the patient’s health if treatment
is denied. ’I'gis is an issue that even qualified physicians might dis-
agree on. Perhaps of greater importance for patients is a lack of
any mention of the patient’s subjective experience or symptoms as
a legitimate reason to seek emergency medical services.

The college has advocated that a prudent layperson definition of
emergency medical care be adopted for all health care plans, in-
cluding the Medicare Program. This definition was first adopted by
the State of Maryland in 1993 and has since been adopted in Vir-
ginia and Arkansas. The Maryland statute is also the core compo-
nent of H.R. 2011, the Access to Emergency Medical Services Act
of 1995, which has been introduced by Representative Ben Cardin
of Maryland. Representative Stark has also included this definition
in his bill, H.R. 1707.

The adoption of the prudent layperson definition will not take
away the managed care plan’s ability to review these cases. It sim-
ply directs that the focus of the review should be appropriately on
the patient’s presenting symptoms and whether, from a lay per-
spective, the patient acted prudently.

It is important to point out that emergency medicine is the only
specialty that is required by Federal statute to treat all comers re-
gardless of their ability to pay. Under section 1867 of the Social Se-
curity Act, emergency physicians and hospital emergency depart-
ments must provide a medical examination and treatment to sta-
bilize the patient.

Increasingly, emergency physicians are being pressured by man-
aged care plans to transfer patients to other plan hospitals or to
discharge patients for economic reasons against the advice of the
treating physician. Under H.R. 2011, plans would be required to
provide coverage of emergency medical services regardless of
whether they had a contractual arrangement with the hospital or
emergency physician providing the care. In addition, plans would
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be required to cover all services necessary to fulfill the require-
ments of section 1867 of the Social Security Act, including paying
for the federally mandated screening examination.

Plans today routinely deny payment for emergency medical serv-
ices if the patient did not obtain prior authorization. Coverage is
frequently denied for emergency services simply because the pa-
tient was unable to reach the primary care physician. In many in-
stances, these denials are issued regardless of the patient’s condi-
tion and regardless of whether the primary care physician was
available. Most plans do not have 24-hour-a-day, 7-day-a-week ac-
cess to persons who are capable of making prior authorization de-
terminations, as are required. In other cases, payment for services
is denied even though the plan enrollee was referred to the hospital
emergency department by the patient’s primary care physician.
Today plans are also trying to discourage the use of 911 emergency
te]epKone numbers. Under H.R. 2011, these practices would be pro-
hibited. The college urges the Subcommittees to adopt the provi-
sions set out in H.R. 2011 as standards for the Medicare Program.

In closing, I want to emphasize that our overriding concern is the
safety and well-being of the patients we encounter every day.

Thank you, sir.

[The prepared statement and attachments follow:]
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STATEMENT OF RICHARD V. AGHABABIAN, M.D.
UNIVERSITY OF MASSACHUSETTS MEDICAL CENTER
ON BEHALF OF AMERICAN COLLEGE OF EMERGENCY PHYSICIANS

Chairman Thomas and Chairman Bilirakis, I am Dr. Richard V.
Aghababian, President of the American College of Emergency Physicians
(ACEDP), a practicing emergency physician and Chairman of the Department of
Emergency Medicine at the University of Massachusetts Medical Center in
Worcester, Massachusetts. I appreciate the opportunity to be here today to
testify on behalf of the nearly 18,000 emergency physicians who are members of
ACEP.

The purpose of this hearing is to explore and discuss the need for
standards for private health insurance plans which seek to provide health care
coverage to beneficiaries under the Medicare program. No where is there a
greater need for standards to protect seniors than in the area of emergency
medical services.

In 1992, the last year for which we bave reliable statistics, 14 percent
(approximately 12.5 million) of all emergency department visits in the United
States were made by patients over the age of 65. The emergency department
evaluation of senior citizens is especially challenging because atypical symproms
of specific ailments are masked or altered. Yet, today, under the existing
Medicare program for participating Health Maintenance Organizations (HMOs),
retrospective denial of payment for legitimate emergency medical services
provided to seniors is common. In fact, emergency medical services are the
single set of medical services most subject to payment disputes involving
Medicare HMO plan enrollees.

The magnitude of this problem first surfaced in 1992 when a study
commissioned by the Health Care Financing Administration (HCFA) revealed
that 40 percent of the coverage disputes involved "in-area” emergency services
and an additional 20 percent of coverage disputes involved "out-of-area” urgent
care services. The study's authors described emergency services as "dispute
prone.” According to the study's authors, HCFA's statutory definition of
emergency places beneficiaries in the "unreasonable position of making quasi-
clinical evaluations of their symptoms and conditions and do not, expressly,
make allowances for subjective experience {e.g., pain or suffering).” The authors
of the study went on to say that "As a consequence, enrollees who appear to act
prudently from a lay perspective may face substantial or even catastrophic out-
of-pocket liabilities.”

The HCFA data tracks and verifies the College's own findings, based
upon the hundreds of case examples provided by emergency physicians of
denials of emergency medical services by managed care plans over the last several
months. The problem, we are afraid, is even more significant in the private
sector where there is not a public reporting mechanism.

Just this past week, ACEP was presented with several case examples of the
kind of denials being experienced by patients today. This case was presented to
us by Marcus Martin, M.D., FACEP, an emergency physician in Pitisburgh,
Pennsylvania. Dr. Martin provides this case example —
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A 20 year old female presented to the emergency department complaining
of lower abdominal pain and heavy vaginal bleeding. She was sexually
active and not using birth control. Her primary care physician denied
authorization for emergency department care and sent her to a medical
clinic where she was diagnosed with Pelvic Inflammatory Disease and
treated with Doxycycline without a pelvic exam or pregnancy test being
performed. One week later, she returned to the emergency department
complaining of severe suprapubic pain. The onset was one hour prior to
arrival. She was again denied authorization for emergency department
services but was seen in the emergency department anyway and had a
positive pregnancy test. An ultrasound showed no intrauterine
pregnancy. Gynecology was consulted and the patient was taken to the
operating room for laparoscopy and resection of ruptured ectopic

pregnancy.

These are the kind of cases that emergency physicians are witnessing
everyday with private pay patients enrolled in managed care plans. Our
concerns for senior citizens are even more profound because we know that
seniors are more difficult to diagnose because their symptoms are often atypical
and are masked or altered. The following example is an actual case from my
own hospital emergency department within the last two weeks.

The senior resident on duty sees a 71 year old male who had presented to
the hospital emergency department with vague chest discomfort and
general malaise. This patient had suffered a heart attack two years
previously. However, his blood pressure and pulse were normal and the
initial electrocardiogram did not indicate a heart attack. After consulting
with the artending emergency physician, the senior resident called the
patient's primary care physician to request authorization to admit the
patient for observation. The primary care physician denied authorization
and advised that the patient should be discharged home with appropriate
follow-up home care. Despite the primary care physicians directive, the
senior resident held the patient in the emergency department for
continued observation. In the meantime, the medical record of the patient
was obtained from the previous admission for the patient's earlier heart
attack. It was determined that the patient had presented to the emergency
department at that time with the same vague or atypical symptoms. One
hour later, while still being observed, the patient went into cardio-
pulmonary arrest due to a fatal heart rhythm. Fortunately, the patient

- was successfully resuscitated in the emergency department with no damage
to his vital functions.

This case demonstrates clearly that a telephone consultation is not a
substitute for a physical examination. The art of medicine is listening to the
patient, observing the patient, and synthesizing all of the information that you
have before you and based upon your education and previous experience,
making an assessment of what should be done for the patient. A critical part of
this process is observing the patient closely and listening carefully. We have to
remember that some patients are more stoic than others and react differently
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than other patients to their pain and general symptoms. This is why it is so
critical to consider the patient's own experience.

As noted, the crux of the problem with regard to Medicare involves the
definition of an emergency medical condition. HCFA's current statutory
definition (Attachment 1) defines emergency services as services that:

(1) are furnished by an appropriate source other than the HMO or CMP;
(2) are needed immediately because of an injury or sudden illness; and

(3) cannot be delayed for the time required to reach the HMO or CMP
providers or suppliers without risk of permanent damage to the patient's

health.

HCFA's current definition places emphasis on the ability to judge the risk
of permanent damage to the patient's health if treatment is delayed. This is an
issue that even qualified physicians might disagree upon. Perhaps of greater
importance for patients is the lack of any mention of the patient’s subjective
experience or symptoms as a legitimate reason to seek emergency medical care
services. A central premise of emergency medicine is that emergency medical
conditions occur unpredictably and usually involve a sudden onset of
symptoms. The patient's subjective assessment of the severity of his symptoms
ts central to the patient’s decision to seek emergency medical services. The
definition of an emergency and the payment determinations that result from
that definition should clearly take into account a prudent layperson's assessment
of the severity of his symptoms. This is, after all, the information that a treating
physician would use to focus his medical evaluation.

The problem with "after-the-fact” denials is that they ignore the patient's
presenting symptoms, which is the reason patients go to the emergency
department in the first place, and base the payment decision on the patient's
final diagnosis. For example, a middle-aged male presents to the hospital
emergency department with a chief complaint of chest pain. Only an
appropriate medical evaluation by a qualified physician can determine whether
the patient is having a heart attack or whether it is a less serious condition.
Clearly a medical evaluation is appropriate if the symptoms are of sufficient
severity to the patient to prompt the patient to seek emergency medical services.
The important fact is that the patient's subjective experience is the principle
patient determinate of whether to seek emergency medical services. You cannot
eliminate the patient's subjective experience. It is a critical source of
information upon which to base your medical examination.

According to the Centers for Disease Control, the number one complaint
of people presenting to the emergency department is abdominal pain. Again, the
abdominal pain can indicate many different conditions with varying degrees of
severity. It could be very serious conditions such as cholecystitis, appendicitis,
pancreatitis, ectopic pregnancy, dissection of the aorta or it could be less serious
conditions such as gastroenteritis, a urinary tract infection or constipation. The
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problem is that on the front end you simply don’t know whether it's serious or
non-urgent.

The College has advocated that a prudent layperson definition of
emergency be adopted for all health care plans, including the Medicare program.
The College's proposed definition says —

"Emergency health care services are those health care services that are
provided in a hospital emergency facility after the sudden onset of a
medical condition that manifests itself by symptoms of sufficient severiry,
including severe pain, that the absence of immediate medical attention
could reasonably be expected by a prudent layperson, who possesses an
average knowledge of health and medicine to result in: (1) placing the
patient's health in serious jeopardy; (2) serious impairment to bodily
functions; or (3) serious dysfunction of any bodily organ or part.

This definition was first adopted by the State of Maryland in 1993. Since
1993, the prudent layperson definition has been adopted in Virginia and
Arkansas. The Maryland statute is also the core component of H.R. 2011, The
Access to Emergency Medical Services Act of 1995 which has been introduced
by Rep. Ben Cardin of Maryland, who, as you know, is a member of the Ways
and Means Health Subcommittee. The College wishes to thank Rep. Cardin for
the introduction of this important legislation and his leadership on this issue.
The College would also like to thank Rep. Stark for the inclusion of this
definition in his bill, H.R. 1707.

The following Emergency Medical Service and consumer advocacy
organizations have endorsed H.R. 2011: the Emergency Nurses Association, the
Coalition for American Trauma Care, the National Association of EMS
Physicians, the EMS Section of the International Association of Fire Chiefs, the
International Association of Firefighters, the American Ambulance Association,
Public Citizen, Citizen Action and Consumer's Union.

The Cardin legislation would codify HCFA's current payment guidelines
(Attachment 2) to HMO:s on the coverage of emergency medical services.
HCFA's guidelines say to HMOs that emergency services "must be, or appear
to be, needed immediately.” HCFA's guidelines go on to say "There does not
need to be threat to a patient's life." *Do not retroactively deny a claim because
a condition, which appeared to be an emergency, turns out to be non-emergency
in nature.” With these guidelines in effect, why, you may ask, do we need
legislation? There are two reasons.

(1) Despite the laudable efforts of HCFA to persuade the HMOs o
provide appropriate coverage of emergency medical services, as recently as
March of this year, Dr. Rodney Armsted, Director of the Office of
Managed Care, issued an official reminder (Attachment 3) to the Medicare
participating HMOs reminding them of their responsibility to cover
emergency medical services. In short, the guidelines have had some
impact, but HCFA continues to review a disproportionate number of
emergency care cases. These reviews are time consuming and costly.
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HCFA only reviews those cases that were not decided in favor of the
beneficiary after an initial plan appeal.

(2) The statute and HCFA's guidelines are clearly inconsistent. It is not
clear whether HCFA can enforce its guidelines if contested. In the 1992
study of HMO claim denials for emergency services conducted for HCFA,
the authors’ recommended that "Definitions of 'emergency' in regulation
should be modified so that a reasonable and prudent layperson can
anticipate claims that would be covered versus denied.”

The enactment of the prudent layperson standard for the Medicare
program would be an important first step in protecting Medicare beneficiaries
from being inappropriately denied access to emergency medical services. The
effect of adopting the definition would be to shift the focus of any disputed
service from a review of the patient's discharge diagnosis to a review of the
patient's presenting symptoms. The adoption of this definition does not take
away the managed care plan's ability to review these cases. It simply directs that
the focus of the review should be appropriately on the patient's presenting
symptoms and whether, from a lay perspective, the patient acted prudently.

It is important to point out that emergency physicians and hospital
emergency departments do not enjoy the luxury of being able to second-guess
patients about the severity of their symptoms or provide "eye-ball" diagnosis
when patients walk in the door of the hospital emergency department.
Emergency physicians are the only medical specialty that is required by federal
law to treat all comers regardless of their ability to pay. Under Section 1867 of
the Social Security Act, emergency physicians and hospital emergency
departments must provide an appropriate medical screening evaluation to
determine whether the patient is having 2 medical emergency and provide
appropriate treatment to stabilize the patient. Violations of the COBRA statute
can result in civil monetary penalties of up to $50,000.

Increasingly, emergency physicians are being pressured by managed care
plans to transfer patients to plan hospitals or to discharge patients for economic
reasons and against the advice of the treating physicians. Under H.R. 2011,
plans should be required to provide coverage of emergency medical services
regardless of whether they have a contractual arrangement with the hospital or
emergency physician providing the emergency care to the plan enrollee. In
addition, plans would be required to cover all services necessary to fulfill the
requirements of Section 1867 of the Social Security Act, including payment for
the federally mandated medical screening evaluation.

Plans today routinely deny payment for emergency medical services if the
patient did not obtain prior authorization to go to seek care in the emergency
department. Coverage is frequently denied for emergency services simply
because the patient was unable to reach the patient’s primary care physician. In
many instances, these denials are issued regardless of the patient's condition and
regardless of whether the primary care physician was available. In many cases
today, plans still do not have 24 hour, seven day a week access to the persons
who are capable of making prior authorization determinations required by the
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plan. In other cases, payment for services are denied even though the plan
enrollee was referred to the hospital emergency department by the patient's
primary care physician. Today plans are also trying to discourage the use of the
911 emergency telephone number. Under H.R. 2011, these practices would be
prohibited. The College urges the Committee to adopt the provisions set out in
H.R. 2011 as standards for the Medicare program.

In conclusion, Chairman Thomas and Chairman Bilirakis, the College
would like to thank both of you and the Members of the Ways and Means and
Commerce Health Subcommittees for this opportunity to testify today on an issue
of great importance to the emergency physicians of this country. In closing, I
want to emphasize that our overriding concern is the health and safety of the
patients we encounter everyday. Patients who believe they are experiencing a
medical emergency should not delay seeking treatment because they are uncertain
whether those services will be covered. Thank you for allowing me to testify
today.
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Attachment 1

24 10209 HMO»—CMPs—HCPPs 8357-17
Subparts G through I—{Reserved] Medicare enrollees of the HMO ar CMP, but
$e HMO or C‘I}'ﬂ; retains responsibilil& eg,xr
ase . arrangemen =

Subpart J—Quhfymg Conditions for p:e;.:::: to fh: ;520 or C“MP dlt':cha
Medicare Contracta lhe benef‘nary s obligation to pay for the ser-
“ (120.896].400] Ben:l' it stabilization fund means a fund es-
§417.400 Basis and scope. tablished by HCFA at the request of an HMO

(a) Statutary basis. The regulations in this
subpart implement section 1876 of the Act
which is added by section 114 of Pub. L.
97-248. Section 1876 of the Act authorizes
Medicare payments to HMOs and competitive
medical plans (CMPs) through contracts under
which the HMOs and CMPs are mmbu.rsed
for covered services to Medi

or CMP with a new risk contract to withhold a
portion of the per capita payments available
to the HMO or CMP for payment in a subse-
quent contract period for the purpose of stabi-
lizing fluctuations in the availability of the
additional benefits provided by the HMO or
CMP to its Medicare enrollees.

D ration project means a demonstra-

beneficiaries.

(b) Scope. This subpart sets forth the re-
quirements an entity must meet in order to
enter into a contract with HCFA as an HMO

ar CMP to be reimbursed, through capitation

yments, for services furnished to Medicare

eficiaries who are enrolled with the HMO

or CMP. Subparts N, O, and P set forth the

principles that apply for each of the two meth-

ods for reimbursing HMOs and CMPs: reim-

bursement on a risk basis and reimbursement
" an a reasonable cost basis,

01 Source:
As adopted, 50 FR 1314 (Jan. 10, 1585, effective
- Feb, 1, 1985), and amended a1 58 FR 38062 (Quly
15, 1993), and at 59 FR 49834 (Sept. 30, 1994).

[120,896].401]

' §417.401 Definitions.
Asusedmthlssubpan,andSubpamx
through R of this part, unless the context
indicates otherwise— )
Adjusted average per capita cost (AAPCC)
means an actuarial estimate made by HCFA
in advance of an HMO's ar CMP’s contract
period that represents what the average per
apiumwtheMedimpmmmwmﬂdb_e

care enrollees if they had received
services other than through the HMO or CMP
in the same geographic area or in a similar
area.

Adjusted community rate (ACR) is the
equivalent of the premium that a risk HMO or
CM.Pqulthn\:e dm;ge)d to Medicare enroll-

using

du same rates as charged to non-Medicare
enrollees if the benefit package was limited to
A orar S means a writ-
ten agreement executed between an HMO or
CMP and another entity in witich the other
_entity agrees to furnish specified services to

Maedicare and Medicaid Guide

tion project under section 402 of the Social
Security Amendments of 1967 (42 US.C.
1395b-1) or section 222(a) of the Social Secu-
rity Amendments of 1972 (42 U.S.C. 1395b-1
(note)), relating to the provision of services for
which payment is made icare on a
prospectively determined basis.

Emergency services means covered inpa-
tient or outpatient services that—

(1) Are furnished by an upprupmu source

other than the HMO or CMP;

(2) Are needed immediately becuue of an
injury or sudden illness; an

(3) Cannot be delayed for the time required
to reach the HMO's or CMP's providers or
suppliers (or alternatives authorized by the
HMO or CMP) without risk of permanent

- damage to the patient’s health.

These services are considered to be emer-
gency services as long as transfer of the en-
rollee to the HMO's or CMP’s source of health
care or designated alternative is prechided be-
umeufmkm:heenmﬂeuhulthorbeum

[} would be unr ble, given the dis-
tance involved in the transfer and the nature
of the medical condition.

Geographic area means the area found by
HCFA to be the area within which the HMO

or CMP furnishes, or arranges for fi
!.h: full range of services that it offers to its
Medicare enrollees.

' Medicare enrollee means an individual who
is entitled to Medicare benefits (Part A and
Part B or Part B only) and who has been
identified on HCFA records as an enrollee of
lnHMOorCMPLhathasaconmctunder
section 1876 of the Act.

New Medicare enrollee means a Medicare
‘enrollee who—

(1) Earolls with an HMO or CMP after t.he
date an which the HMO or CMP first enters
into a risk contract under subpart L of this
Reg. §417.401 120,896J.401
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Attachment 2

{ Provisl 795 33194

5726

@ Physician assistancs (see MCM § 5259);

* @ Nurse practitioners (see MCM 52156) o

@ Clinical nurse specialists *;

@ Nurse midwives (see MCM § 2138); and
.. @ Certified registered nurse anesthetists (see
. MCM §5261).

See §2153.4 for a discussion u{lhecw:ﬂ;:d
aunlury personnel when furnished without physn-
" cian supervision.

-* Section 4155 of the Omnibus Budget Rmum:ilia-
tion Act of 1990 amended coverage of nurse practi-
tioners in rural areas and added coverage of clinical
nurse specialists effective January 1, 1991.

B. T I —You are d to cover organ
and tissue ¢ i dnu.he y d i
are not i al. Requi 1 include:

® Kidney (see CIM § § 35-35, 35-58, 45-22, and
50-26 ([ 27,20]);

@ Heart (see CIM §3587);

@ Liver (see CIM § 35-33);

@ Bone marrow (see CIM § 35-30); and
@ Comea.

Yauuemquuedmprmdeoramnpfuarum
.tﬂmph.nu in out-of-area hospitals. Heart and liver
transplants may only be performed iz Medicare ap-
prvved u-ansplanv. centers. Nmal]hnspnuls pzfmn-

-expands benefits which the Secretary identifies as

mvulvm; significant costs, and these beneﬁu were

included in the adj 2g cost
(MPCO calculation, risk-based HMO: md CMPs
are not responsible for providing or paying far these
benefits. When HMO/CMP enrollees receive such
services, Medicare pays the benefits under fee-for-
service until the next contract year, whenlhebuu-
fits are inciuded in the AAPCC.

HMO/CMP Manual §2102 (as revised by TnlL 9,

'Jan. 1992).

‘The Secretary is required to study the availability
dmvuedmmpnmcmesmEMO:mdwe-
sent its findings to the no
hv.:rdunlanuxryl 1993 (1 17,805). o

Secmdmeomnmuwm'd
1990 (P.L. 101-508). Amnunary the law was arigi-
naily reported at DEVELOPMENTS {38,951}

* .22 Emergency and urgently needed ser-

vicesa —HCFA guidelines state as follows:

Emergency Services

Assure that medicall
ulvuihbleﬂhounaday,?daysawuhhzﬁ
ciaries are not required to receive emergency ser-
vices at your plan facilities nor are they required to
secure prior approval for emergency services pro-
vided inside ar outside your geographic area. Pro-

,wdzasyst:mmpnydamsfur:mm:ym

prwm:dwt-a!phnudpayfnrall

. CIBETEENCY Ser-
vices provided out-of-plan. (See §2107 [ 13,960..35]

for the permissible limits on the amount you must
pay.)

ing
centers, even if v.hey are pamclpau.ng hnsp:uh for
other services.

* If one of your B isa

{orhunorliveru:nsphmmrgr:y,;ivehim/hz
written notification that the procedure is a covered
Medxuusuwnmdthatuupafwmedmhdh
ties approved by M The lant facility
makes the determination as to whether the enroilee
meets the patient selection criteria. Refer your en-
rollees who are appropriate candidates anly to Medi-
care approved heart or liver transplant facilities for

Definition—Use the definition provided in 42
CFR 417.401. Specifically, “emergency services”
mean covered inpatient and outpatient services that
are

@ Fumished by an appropriate source ov.hcr dun
the organization;

® Needed immediately because of an iny'ury or
sudden illness; and

® Needed because the time requiredmru:h.m

or
) would have meant

evaluation. HCFA notifies you of each new Maedi:

‘approved transplant facility. The Regional Office

(RO) has a compiete list of these facilities. The
facility determines whether to perform the trans.
plant. Failure to refer appropriate candidates to, or
wmwdewmnnfnrmesuwmm.aunhnn
approved heart or liver transplant center is subject
to a civil money penahyof up mﬂsmﬁreu:h
violation.

C.AﬁdyurCavmaerngu—Ashmﬁube-

- come covered, they must be made availabie to Medi-
unmmﬂecmlh:diequvzdaudled:nn

be bring his mother in to see him right away.
After the physician evaluates the patient, the
ici is i cold, and be

,
X

coverage. The cost of providing new or

bendiuwhmhmmndaudbyCmpumdyur
must be borne in its entirety by contracting risk
HMOs and CMPs. However, when the Secretary

113,960

“In this case, the EMO/CMP is required to pay
for the physician’s services because the enrollee’s

©1994, Commerce Cloaring House, Inc.
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&3 492

medical condition appeared to require i

medical services.

There does not need to be threat to a patient’s life,
Anunmcyisd;t:rminedu the time a service is
delivered. Do not require priar authorization. You
myrquqv.muf‘munn mthm-ﬁhmuofmm

ission or as soon th
rusombl:. However, payment may not be denied if
gotification is not received.

If it is clearly a2 case of routine illness where the
patient’s medical condition never was, or never
appeared to be, an emergency as defined above, then
you are not respongible for payment of claims for the
services. Do not retroactively deny a claim because a

dition, which d to be an , turns
qut tg be non-emergency in nature.
All proced| formed during evaluation and

u-uunmz of an emergency condition related to the
care of that condition must be covered. An example
is 3 member who is treated in an emergency room for
chest pain snd the attending physician arders diag-
nostic pulmonary angiography as part of the evalua-
tion. Upon retruspective review, you cannat decide
that the angiography was unnecessary and refuse to
cover this service.
If during for an

Lh:mmﬂe:mnvnm!ormumdawdpmblm,
ywmnmmpmn‘hlelorv.hempmdedfwmu

HMOs and CMP3

5727

from transfer to another medical facility. If these
conditions are met, then the transfer may be made,
but only if it also meets the definiticn of an appro-
priate transfer. (See § 1867(cX2) of the Act.)

In general terms, an sppropriate wransfer is ane in
which: i

® The transferring hospital:

~——Provides medical treaument to minimize the
risks to the individual,

~—Forwards all relevant medical records, and

~—Uses qualified personnel and tnnspuuuon
equipment for the transfer;

® The receiving facility:

~—Has available space and qualified personnel,
and

—Except for specialized facilities that under
§ 1867(g) of the Act cannot refuse a transfer, agrees
to accept the transfer and provide appropriate medi-
cal treaument; and

® The transfer meets any other requirements the
Secretary may find necessary in the m.:rm of
heaith and safety of individuals.

Ifthemn:fm;hmpmlmhmmthu
requirements, it may lose its Medicare provider

je is a
m:mberwhoutrutedforatnnunand:hgannd
ing physician also treaces a skin lesion. You are not
respaonsible {or uycmu,m:hubmpsy associated

of this

or be subject to civil money penaities or a
civil action for damages. Phyzicians involved in an
improper transfer may aiso be subject to civil meney
penalties and may be excluded from participatios in

with
cre.

After the emergency, pay the cost of medically
necessary follow-up care. (See § 2105.)

Transfers—1[ one of your Medicare enrollees
receives emergency medical care in a non-plen hospi-
tal, you may wish to transfer the patient to your
facility (or a facility that you designate) as soon as
possible. Pay the transfer coses, such as an ambu-
lance charge, if it is necessary.

Be aware that the transferring hospital is subject
to statutary limications on when, and how, the trans-
fer may be made. Under §1867 of the Act, the
bospital must first determine whether the patient’s
condition has stabilized within the meaning of the
:muu.[nnnml.x.humnnnhnmt.hmm

Provide assistance with the above requirements to
facilitate an appropriate transfer to ane of your
[acilities or 3 facilicy that you designate.

If there is a disagreement over the stability of the

pnugm for :nnsfer 10 ¢ :nnum inpatient hnhty,
at the

nnlfacﬂx:yprzvndsmdubmdmgmmmm/
CMP.

HMO/CMP Manual §2104 (as revised by Trans. 9,
Jan. 1992).

Urgently Needed Services
Urgently needed services are Medicare covered
services required in arder to prevent a serious deteri-
muanofuenmlheshnldnhnmduﬁmu
illness or an injury. Cover these services

ble medical probability, no ial d of
the condition is likely to result from, or occur during,
the transfer.

If the patient’s condition has not stabilized, the
patient may only be transferred if the patient makes
an informed, written request for Uransfer, or the
attending physician or appropriate medical authar-
ity signs a certification that the risks of the transfer
are outweighed by the medical benefits expected

Modicare and Medicaid Guide

i

@ The enrollee is temporarily absent from your
geographic ares, and

[ ] mmmdwmmmmh
delayed until the enroiles returns to your organiza-
tion's geographic ares. The enroilee is not required
mmummmemu-mbeamdmurmdy

needed services.
113,960
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Attachment 3
a’ * DEPARTMENT OF HEALTH & HUMAN SERVICES ) Heakh Care Financcng Adirisratan
{ = -
MR 27 o= ’
e * 3
Ot CURNEST MEDICARE-CONTRACTING HEALTH NAINTERANCE

ORGANIZATIONS AND COMPETITIVE MEDICAYL' PLANS
SUBJEICT: FINANCIAL RESPOMBIBILITY FOR KMERGENCY.SERVICES

Dear 8ix/Madam:

As a result of cumplaiats recaived regarding accsss to emexgency
services in managed care, we are gending this letter to remind
all Medicarw-contracting HMUs and CMPs of policles relating‘to
the provision of enargency sarvices for Msdicare beneficilaxies.

The enclosed documant (Cperatlonal Folicy Letter 93-5) refervncas ’
requiatorr and HMO/CMP manual citatioms relating to emergency
services.

Sincerely,

-
focbissy € frmnstracsr g
Rodney C. Arkstesad, M.D.
- DPirwctor :

rass Sysctem

* Enclosure
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Office of Managed ‘Care
operaticnal Policy Letter 9%5-5

Issue:

Policies relating to the proviaicon of emergancy services for
Medicare beneficiaries.

Policyt
Fedezral regulations at Title 42 Part 417.414(c)(1} state:

An HMO or CMP must assume financlal rssponsibility and
provide reascnable reimburssment for emergency services and
urgently needed services (as defined in § 417.401) that are
obtained by its Medicare enrollses from providers and
suppliers outside the HNO or O
BMO's or Q¥P'g prior approval. [Emphasis added].

Therefore, Madicare-coantracting managed care plans cannot rsquire
pricr authorization for emergency services. This policy is also
stated in section 2104 of tho HMO/CMP manual: “Do not rsquire
pxior authoriaation.”

In addition, section 2104 of the HMO/CMP manual states "Do not
retroactively deny a claim because & condition, which appeared to
be an emergency, turns out to be non-smergency in nature.”
Therefore, if emergency servicss appeared te be needed, plans may
not decide upon :et..oupective review to refuse to COVer emergency
services  provided. .

Refar to section 2104 of the HNO/CMP manual for further detail on
Medlcare policies relating to emergency services. .-

Contact Person:

Anne Manley, Office of Managed Care, (203) 619-3166
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Mr. BURR [presiding]. I thank you, Doctor.

At this time, the Chair would recognize Dr. Davis.

Dr. DAvis. Thank you, Mr. Chairman. I am here at the invitation
of Congressman Cardin to answer any questions you might have
about the experience in Maryland where we have had similar legis-
lation in place for the last 2 years.

Mr. BURR. I apologize to you, Doctor. The Chair was not paying
attention. If you could repeat your question?

Dr. Davis. Certainly. 1 am here to answer any questions about
the experience we have had in Maryland where this legislation has
been in effect since 1993.

Mr. BURR. Doctor, do you have any formal testimony that you
woulg like to make or any comments other than just taking ques-
tions?

Dr. Davis. I would say that it has not increased at all any inap-
propriate use of emergency services, and it has not raised the cost
to the HMOs. It may iave decreased costs by allowing fewer costly
hospital admissions.

The Maryland Association of HMOs has now deemed this law to
be prudent public policy even though they opposed it 2 years ago.

Mr. BURR. Dr. Davis, I appreciate that.

At this time, the Chair would recognize Dr. Connerton.

STATEMENT OF PEGGY M. CONNERTON, PH.D., DIRECTOR OF
PUBLIC POLICY, SERVICE EMPLOYEES INTERNATIONAL
UNION, AFL-CIO, CLC

Ms. CONNERTON. Thank you, Mr. Chairman. I am here on behalf
of the 1.1 million members of SEIU, the Service Employees Inter-
national Union, and I would like to provide this afternoon the per-
spective of the private sector on the current state of the art on
monitoring quality and where we need to go in the future.

Let me say at the outset that SEIU strongly supports reforms
that will improve the program’s efficiency and effectiveness and en-
sure its ability to provide benefits over the long term. Indeed, many
of the private sector innovations that policymakers are currently
considering incorporating in the Medicare Program, such as man-
aged care, selective contracting, broader use of centers of excel-
lence, and case management, were, in fact, pioneered by labor
unions and their employers over the last two decades.

Our written testimony addresses the labor movement’s deep con-
cern with the unprecedented magnitude of the cuts and outlines
the principles against which we will judge overall Medicare reform.

There are two principles that are really relevant for today’s topic.
The first is the issue of choice. SEIU believes that Medicare bene-
ficiaries should have access to the same range of mainstream
health care coverage options available to working Americans. And
in bargaining with our employers, SEIU has tried to ensure that
a wide range of choices are, in fact, available to our members.

The second principle that is relevant to today’s hearing is that
health plans and providers who would provide services to Medicare
beneficiaries must be able to meet rigorous quality standards.

Now, while labor and management have had success in getting
costs under control, particularly in recent years, we often know
very little about the quality of the product that we are buying.
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I recently attended a meeting of the Jackson Hole group that
brought together purchasers of health care from both sides of the
bargaining table, as well as the public sector, including HCFA.

The purchasers at this meeting expressed the concern that they
were having tremendous success in pushing down prices, but were
unsure of what the impact was on the quality of care. This is ex-
actly the same kind of discussion that took place earlier this mom-
ing about whether or not cost cuts of this magnitude will or will
not affect quality of care for Medicare beneficiaries.

From SEIU’s perspective, we have been finding more complaints
about managed care from our members as these integrated delive
systems become tighter and hence more restrictive. And, indeed,
our health care membership has reported dangerous reductions in
staffing levels, increased patient falls, high medication errors in
hospitals, and other signs that this price-driven competition may be
threatening the quality of patient care.

Purchasers at the Jackson Hole meeting seemed to have con-
cluded that report cards based on process measures like NCQA
were, while helpful, not particularly useful in comparing different
health plans. Purchasers also expressed the frustration about the
strong resistance of health plans and providers to providing stand-
ardized information on quality that could be used to compare
health plans.

It is clear that the incentives in the private sector market are
today very much weighted toward competition based on price and
not on quality.

With this in mind, I would like to say that there are several prin-
ciples that we have been using in the private sector that we think
are important to helping make health plans more accountable for
their performance. The first is in the area of access to high-quality
care.

NCQA and other kinds of private accrediting groups simply track
the word “access” by looking at the percentage of members who vis-
ited a plan provider within the past 3 years. Now, this obviously
1s not an adequate measure of access of services, which includes
things like convenience and location, hours of operation, and ac-
commodation of participants with special needs.

There is also a very important interest in getting patient satis-
faction surveys, and it would be important that Medicare regularly
3111rvey beneficiaries on their use and satisfaction about their health
plans.

The third area is consumer rights, which, in fact, most of the pri-
vate purchasers do not address at all. It really is a State-by-State
function, and that is the whole question of consumer rights. In a
managed care environment, public disclosure and other protections
for consumers are vitally important, yet on the State level there
are very few requirements by most of the State health departments
other than that a plan has to have a grievance procedure in effect.

In short, there are not particularly good protections at the State
level today in the HMOs to assure that grievance procedures and
everything else are addressed. This would be particularly impor-
tant in the case of our most vulnerable populations, the Medicare
beneficiaries.
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The fourth principle, of course, comes down to monitoring qual-
ity. This is something I think that is extremely important that both
the private and the public sectors need to collaborate on. It is not
a problem which is unique to the Medicare population. It is a prob-
lem that the private sector is confronting across the board. As I
said earlier, we still have no good measures by which consumers
can judge the quality and the performance of health plans. It is im-
portant that health plans provide the data on some health out-
comes measures, and that i1s the direction that the private sector
is heading.

However, I just simply need to point out that this is an issue
that is at its infancy, and so the idea of putting 37 million Medi-
care beneficiaries into private health plans in the next several

ears is simply unrealistic. In fact, given that the private sector
Kas not yet figured out how to monitor quality at this time, I think
that would be a very dangerous move.

Mr. BURR. Doctor, I am going to ask you to summarize as quickly
as you can, please.

Ms. CONNERTON. I am finished.

[The prepared statement follows:]
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TESTIMONY OF

DR. PEGGY M. CONNERTON
DIRECTOR OF PUBLIC POLICY

SERVICE EMPLOYEES INTERNATIONAL UNION, AFL-CIO, CLC
BEFORE THE

SUBCOMMITTEES ON HEALTH
COMMITTEES ON WAYS AND MEANS AND COMMERCE
U.S. HOUSE OF REPRESENTATIVES

JULY 27, 1995

Mr. Chairman, bers of the Commi 1 am Peggy Connerton, Director of Public
Policy for the Service Employees International Union, AFL-CIO, CLC. With over 1.1 million
members, SEIU is the third largest union in the AFL-CIO and the fastest growing. SEIU
members work in both the public and private sectors and include 450,000 health care workers
who work in acute care hospitals, nursing homes, mental hospitals and other health care
facilities. On their behalf, 1 would like to thank the chairman and the other members of the
subcommittee for this opportunity to testify today about the future of the Medicare program.

In three days we will mark the 30th anniversary of the creation of Medicare, signed into
law by President Lyndon Johnson on July 30, 1965. It is often forgotten that at that time, only
half of America's elderly had any health insurance. Millions of elderly Americans lived with the
fear that a serious illness could rob them of both their health and their retirement savings.

Today, Medicare pays the doctor and hospital bills of more than 37 million Americans.
At a time when the ideas of public purpose and activist government are under attack, Medicare
stands as a shining example of how a well-run government program can make a difference in the
lives of working families. The program's success is reflected in support that extends across
generations. A recent poll conducted by the Daniel Yankelovich Group found that nine out of
ten Americans under the age of 65 (including 87 percent of those aged 18 to 29) want Medicare
to be there when they retire.

This support for Medicare among younger workers should not be surprising. Medicare is
the linchpin of our nation's system of retirement health security. Rapidly rising health care costs
have led many employers to drastically scale back their coverage for retirees or eliminate it
entirely. Future retirees will be even more dependent on Medicare than current retirees.

In many ways, Medicare is more efficient and effective than private sector health plans.
Medicare spends only 2 percent of program costs on administration, less than health plans
serving large private employers (5.5%) or small private employers (25%). From 1976 through
1991, the rate of growth in per enrollee costs for Medicare was equal to or even below that of
private sector plans. Since 1991, the rate of growth in per enrollee costs for Medicare and private
health plans has been roughly equal and this is expected to continue over the next few years.
Most of the program's projected growth over the next ten 1o twenty years comes from increases
in the number of eligible individuals because of the aging of the baby boomers.

SEIU does not dispute that the Medicare's current rate of growth of 10 percent a year is
unsustainable. We do not object to reforms that will improve the program's efficiency and
effectiveness and ensure 11s ability to provide benefits over the long term. Our position has
always been that the rapid increase in Medicare program costs aver the last several years mirrors
the health care cost crisis in the private sector. What is needed 15 system-wide cost contro! that
should be implemented as part of a comprehensive health care reform program that provides
universal health insurance coverage to ali Americans.
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The labor movement knows a great deal about the problem of rising health care costs.
Over the last decade, health care has been the number one issue at the bargaining table. While
disagreements over health care issues have made collective bargaining more cc ious than it
otherwise would have been, labor and management have also worked together to pioneer new
cost containment strategies. Indeed, many of the private sector innovations that policymakers
want to incorporate into the Medicare program, such as managed care, selective contracting, use
of centers of excellence and case g were pic d by the labor unions and
employers over the last decade.

While we are committed to participating in a discussion about how to strengthen the
Medicare program for the 21st century, that is not what the debate so far in Congress has been
about. [t seems clear 10 us that what happened is that the budget resolution conferees estimated
how much they needed to cut from Medicare in order to meet their arbitrary seven-year target for
balancing the budget and provide a staggering $245 billion tax cut to wealthy vested interests.
The Medicare trustees report is merely an after the fact justification. How else are we to explain
that the proposed cuts in Medicare are more than twice the level of what is needed to ensure the
adequacy of the trust fund for at least the next ten years.

1f we are going to make changes to Medicare, we need to move cautiously and carefully.
The goal must be to strengthen the program, not simply to reach an arbitrary budget target or to
provide $245 billion in tax cuts for the rich and large corporations. A recent poll by the Kaiser
Family Foundation found that this position is shared by most of the public. In that survey, only
28 percent of the public supports major reductions in Medicare if the goal is to provide a tax cut.

In the remainder of my testimony, | want to outline the principles that SEIU believes
should guide policymakers as they consider changes to the Medicare program. Finally, I will
examine a number of the proposed policy options in light of those principles.

Principles for Medicare Reform

When he put forward the original Medicare legislation in 1961, President Kennedy
explicitly linked his proposed health insurance program for the elderly to Social Security and
Unemployment Insurance, noting:

"Twenty-six years ago this Nation adopted the principle that every member of the labor
force and his family should be insured against the haunting fear of loss of income caused
by retirement, death or unemployment... But there remains a significant gap that denies to
all but those with the highest incomes a full measure of security--the high cost of ill
health in old age.”

With these words in mind. let me outline the principles that SEIU is using to judge any
proposed changes to the Medicare program.

L] Universality: The Medicare program must retain the system where all Americans
contribute to the program during their working years and are eligible for the program’s
benefits when they reach 65 or become disabled.

L] Defined Benefits: Medicare reform must not lead to any reductions in the scope of
benefits that are currently covered.

L] Limits on Premium Share: Medicare cusrently pays 100 percent of the Part A
"premium” and 75 percent of the Part B premium. Medicare must retain its commitment
to pay a certain percentage of a beneficiary's premium and should not limit its premium
payment to a flat amount.

- Choice: Medicare beneficiaries should be able to obtain coverage from the same range
of mainstream health care coverage options that millions of working men and women rely
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on, including HMOs, PPOs, and Point-of-Service plans, in addition to the traditional
indemnity coverage offered by the Medicare program. Medicare beneficiaries must be
able to maintain existing relationships with primary and specialist providers.

L] Quality Standards: Plans and providers who would provide services to Medicare
beneficiaries must be able to meet rigorous quality standards. Providers and plans should
be required 1o report clinical outcomes and this information should be made available to
Medicare beneficiaries.

L] Limits on Out-of-Pocket Costs: Medicare reform must be consistent with the program’s
original intent of keeping beneficiaries’ out-of-pocket payments for health care services
within a manageable level. Higher costs should not be used as a biudgeon to force
beneficiaries into lower cost plans.

[] Public Accountability: The debate over the future of Medicare cannot be conducted
behind closed doors. It must be a public debate that involves all stakeholders, with a
sufficient period of time for research and reflection on the various options. The debate
thus far has not conformed to this model.

Evaluating Proposals for Medicare Reform

One of the difficulties in assessing the impact of proposed Medicare reforms is that the
Congress has not yet provndcd the public with a detailed proposal. Instead, as I noted earlier, the
budget confe designed to help meet an arbitrary goal of balancing the
budget by the year 2002 and providing a $245 billion tax cut to the wealthy. Although we are
looking forward to examining the Committee's legislation in detail, SEIU wishes to offer
comments on some of the proposals that have been floated during the past few weeks.

Increased Premium and Cost Sharing for Medicare Beneficiaries

One proposal that has been put forward is to impose higher premiums for Medicare Part
B. In 1990, Congress set the Medi Part B premium in actual dollar amounts in order to
protect beneficiaries from rapidly rising health care costs. But program costs have actually risen
more slowly than expected, so beneficiaries are currently paying 31 percent of program costs.
Some have suggested making this arrangement permanent, and pegging Part B premiums at 31
percent of program costs.

SEIU members have been down this road before. Over the last ten to fifieen years,
employers attempted to reduce their benefit costs by shifting more of the burden to warkers.
Forcing workers to pay more, however, did nothing to reduce the rate of growth of health care
costs.

We are concerned that the result will be the same in this case. Medicare beneficiaries,
almost two-thirds of whom have incomes less than $15.000, will be forced to pay higher and
higher premiums as Medicare costs continue to spiral upward. Cost shifting should not be
confused with cost-control.

Another idea that has been put forward is to impose a new, income-related premium tor
higher-income beneficiaries. Since. however. 97 percent of Medicare beneficiaries (including
couples) earn less than $50.000 a year, the only way that this proposal would raise any revenue
would be to set the income threshold quite low. This would hurt millions of low and moderate-
income retirees.

Still another revenue raising option that has been proposed is 10 add 20 percent
coinsurance payments for Home Health services, Skilled Nursing Facility care, and laboratory
services. While this would raise out-of-pocket costs for beneficiaries, it might not save the
Medicare program any money, as beneficiaries might spend additional days in the more
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expensive hospital instead of opting for lower cost care in an SNF or at home.

Deep Cuts in Reimb to Provid,

This is an old Medicare standby and has the potential to generate considerable savings for
the program--at an enormous cost. A recent analysis conducted by Lewin-VHI for the American
Hospital Association suggested that cutting Medicare by $250 billion could lead to hospital
payment rates that are more than 20 percent below costs. Hospitals and other providers would be
forced to make up their losses by increasing the rates they charge private pay patients. This
would raise the cost of heaith insurance for millions of working families and lead even more
employers to drop coverage.

A 1991 study by Lewin-VHI for the National Association of Manuf: s confirmed
the existence of cost shifting, finding that the private sector was already paying close to $11
billion more a year because of underpayment by public programs. The Medicare cuts proposed
in the budget resolution are the largest ever considered--several times greater than the $57
billion Congress enacted in 1993. Even if enhanced market competition prevents providers from
shifting all of the cuts to private payers, cuts of this magnitude will certainly lead to a significant
increase in private health insurance costs. To the extent that providers are unable to shift costs,
they will be forced to cut services.

It has been suggested that Congress could avoid this problem if it encouraged more
beneficiaries to enroll in managed care plans. But this merely leads to a different set of
problems. Since no one seriously believes that the federal government can save $250 billion by
moving beneficiaries into these kind of programs, there would sti{l be a need for paymem
reductions in order to meet the budget targets. But reducing capitation rates to d care
plans will merely reduce the number of managed care plans tlm want to enroll Medicare
beneficiaries, reducing access.

SEIU members work vn the front lines of patient care in hospitals, skilled nursing
facilities, home care agencies, and other settings. We know first hand what happens to patients
when Medicare makes large cuts in reimbursement. Providers begin to cut comers in staffing
and look for ways to get people out of the facility earlier—in many cases before they are truly
ready to be discharged. The kind of drastic Medicare cuts outlined in the budget resolution will
have a negative effect on the quality of care in facilities across the country.

Managed Care

SEIU has supported—and continues to support--allowing Medicare beneficiaries to have a
choice of plans that includes health mai organizations (HMOs) and other proven
managed care entities along with the traditional Medicare fee-for-service plan. In bargaining
with our employers, SEIU has tried to ensure that these choices are available to our bership

However, it would be foolhardy to see managed care as a panacea for the program's cost
problem. The truth is that the managed care industry has little experience in serving large
numbers of retirees. Given that the magnitude of cost savings associated with managed care for
those under the age of 65 is still in dispute, it will be some time before we can come to any
definite conclusions about whether Medicare managed care can save money.

There are also special difficulties associated with treating the elderly and disabled.
difficulties that many managed care plan may not be prepared for. Those retirees who are
enrolled in managed care tend to be younger, on average, than Medicare beneficiaries as a whole.
As an individual ages, the development of an established relationship with a physician who is
aware of a their medical history becomes much more important, as does access to specialized
services. HMOs ysually try to limit the use of specialist care and, in some cases, they may not
even have an ongoing relationship with certain types of specialist providers.
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Vouckers

One of the proposals that has received a great deal of attention is the idea of giving
Medicare beneficiaries "vouchers” that they would use to purchase private health insurance. The
voucher would be set at a flat dollar amount and would be adjusted every year by an inflation
factor set at roughly half of the program's current rate of growth. Beneficiaries would then be
free to enroll in any health plan, but would have to pay the difference between the amount of the
voucher and the cost of the plan.

While supporters of this plan argue that it would give Medicare beneficiaries greater
choice, the truth is that it would resort to financial coercion in order to force beneficiaries into
low cost health plans. Millions of retirees would watch helplessly as the value of their vouchers
failed 1o keep pace with the cost of their health insurance.

In order to escape large anmual increases in their premium costs, retirees would be
forced to shift continually into cheaper plans. This would disrupt their established
relationships with primary and specialist providers and put their health at greater risk. The
continued movement of a large group of elderly, less healthy individuals into different health
plans creates the potential for instability in the system.

SEIU's experience with the CaiPERS system, which provides health and retirement
benefits to over 100,000 of our members in California, highlights some of the problems.
Retirees tend to cluster in plans that give them greater choice of provider, driving up the price
of these plans and causing younger and healthier individuals to leave, which drives up the
price even higher. While CalPERS has been successful in negotiating rate reductions in 1995-
96 of aver 5 percent for its HMO plans, the premium for PERSCare (a PPO plan with a large

ber of retirees) i d by five p

Similar problems could result if Congress decides to push Medicare beneficiaries into
the Federal Employces Health Benefit Plan (FEHBP). If beneficiaries choose to cluster in a
few plans because they provide better choices of providers, those plans could quickly be
swamped with more claim activity than they can handle. They may move to restrict provider
choices in order to discourage Medicare beneficiaries from joining. Some plans may even go
bankrupt. In either case, the quality of care for both federal employees and Medicare
beneficiaries will decline.

The potential of Medicare recipients to destabilize a prepaid health plan would likely
lead to discrimination against them, either in enrollment or in treatment. Although it is likely
that any Medicare reform legislation will require plans to enroll anyone who applies, the
history of antidiscrimination legislation suggests some discriminatory practices can escape the
definition of the law. A more significant problem is likely to be discrimination in treatment,
where the elderly are denied access to clearly beneficial care that is extremely costly. A 1991
study of California HMOs by the Medicare Advocacy Project concluded that "Medicare
beneficiaries are extremely vulnerable to misleading marketing by HMOs," and that those who
enroll in HMOs "have few meaningful appeal rights” if they disagree with a physician about
seeing a specialist.

Because of the potential for discrimination, it is very important that quality standards be
developed and that plans be required to report their clinical outcomes. But outcomes and quality
research is still in its infancy and it is likely to be several years before we have a workable
system that can gain the support of all stakeholders. Large purchasers such as CalPERS have
only succeeded in getting premium costs under control. They are just starting the process of
trying to evaluating the level of quality they are getting for their money, and they would be the
first to tell you that they are a long way off from knowing anything more than just the basics.

While it may be heresy to suggest this in a time of fiscal austerity, Congress needs to
consider spending more money on outcomes and quality research. The potential payoffin
program savings down the road is significant. but only if the federal government is willing to
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invest the necessary resources.
Risk Contracts for Private Plan Sponsors

One of the proposals that has been put forward is to allow unions, employers and other
health plan sponsors to contract with Medicare to provide coverage for their retirees. The United
Mine Workers, for exampte, has been doing this for several years and the results have been
largely positive. SEIU locals across the country operate multiemployer trust funds that provide
health and pension benefits to tens of thousands of SEIU members. Our locals are interested in
the idea that they would be able to provide "one stop shopping™ for all health care benefits for
their members.

Financing is, of course, a key concern, both to the government and to the plans. In
managing multiemployer plans, for example, the trustees are not running a business in which
they are free to take big risks in the hope of achieving big gains. They are nothing more, and
nothing less, than fiduciaries of a fund that must be administered in a way that maximizes the
benefits of those it covers. Because Medicare has provided the lion's share of health coverage for
the over-65 papulation for so long, multiemployer plans--like other private sector payors--do not
have a reliable base of experience from which 1o estimate the potential cost of folding this age
group back into their basic coverage. We are also concered that the large cuts being
contemplated in the Medicare program will require plan sponsors to assume unacceptable levels
of risk in covering beneficiaries.

Medical Savings Accounts

Perhaps even more radical than the idea of using vouchers is a proposal to incorporate so-
called Medical Savings Accounts into the Medicare system. Under this option, beneficiaries
would be allowed the option of enrolling in a high deductible health plan and having the federal
government make a contribution to a Medical Savings Account on their behalf. Money in the
MSA could be used to pay medical expenses and, depending on how the plan is designed, any
money left over at the end of the year can be rolled over into an interest bearing account for
future expenses or spent for other purposes.

The principal problem with MSAs, as the Congressional Budget Office has recently
noted, is that they exacerbate risk segmentation. In theory, healthier Medicare beneficiaries
would tend to gravitate toward the MSAs, with less healthy individuals remaining in the
traditional Medicare plan. If this happens, the MSA option is unlikely to save the Medicare
program any money, and could actually increase the pressure on the trust fund. Medicare would
be making MSA contributions on behalf of healthy individuals who might not need to use the
money, and would be unable to use those funds (as it does now) to subsidize the care of the high
cost patient that would remain in the traditional program.

Changing the Medicare Eligibility Age

It has been suggested that Medicare's age of eligibility be increased to track the increase
in the Social Security age of eligibility for full benefits. Leaving aside the question of whether it
was good policy to raise the Social Security age threshold, this proposal ignores significant
differences berween the two programs. While the majority of retirees have significant sources of
retirement income other than Social Security. most rely almost entirely on Medicare to insure
them for physician and hospital services. Given that the average age of retirement is actually
falling--especially as many companies have downsized over the last few years--raising the age of
eligibility could force millions of elderly Americans to go without health insurance for several
years.
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Conclusion

As [ noted earlier, SETU does not contest the fact that Medicare will require significant
changes if it is to be able to cope with the retirement of the baby boomers. However, many of
the changes that are currently under consideration pose hazards to beneficiaries--present and
future. The cuts required by the budget resolution are so large as to call into question the ability
of Medicare to provide its current package of benefits in any form for the money that the federal
govemnment will be paying.

Our members see Medicare and Social Security as woven together into a sturdy fabric
that they depend on for their retirement security. If "reform" is merely a code word for shifting
costs from the federal government to beneficiaries and the private sector, then that fabric will
begin to unravel. One of our finest achievements as a nation over the past fifty years--the
dramatic reduction in the number of elderly living in poverty--will be put at risk.

SEIU's experience in negotiating and managing health benefit plans in the private sector
suggests that there are innovative, but less radical, steps that could turn Medicare from a passive
payer of bills into an active purchaser. This is the way that most private plan sponsors are
moving. Moving toward a strategy of active purchasing would strengthen the ability of the
program to pay benefits for the next ten to fifteen years. This would give us ample time to
explore options for more far reaching restructuring if it should become necessary. Reforms of
this type could include:

= Competitive purchasing of standardized services and supplies, including durable

equip y testing, radiology and outpatient surgery.

L] Establishment of explicit quality and performance standards and refusal to do
business with providers who do not measure up. Medicare needs to move beyond the
minimal participation requirements that are now set in legislation. New standards for
providers should include the HEDIS-type "report card" and health outcomes measures for
which the Medicare program would be accountable.

L] Development and use of centers of excellence and specialized services contracting.
Medicare now uses such concepts in its coverage for transplant services and private sector
plans, including union-sponsored Taft-Hartleys, use selective contracting even more
widely for many forms of surgery, cancer care, mental health and so forth. A policy of
selective contracting, however, needs to take into account the wish of most Medicare
beneficiaries to preserve relationships with existing providers.

L] Use of case management of high cost patients. Most private-sector health plans have the
flexibility to work with high-cost patients to develop service packages, such as home
care, that can better meet their needs.

= Improved enforcement to address fraud and abuse. In recent testimony, a GAO official
noted that the Medicare program is "overwhelmed" by fraud and abuse and that it is a
“particularly rich environment for profiteers." [mproved enforcement could yield tens of
billions of dollars in savings a year.

In the end. the members of SEIU believe that reform of the Medicare system should be
linked to reform of the whole health care system. For years, the private sector has been
allowed to insure the young, the healthy, and the financially secure, whereas the public sector
has been left with the job of insuring the elderly, the sick, and the poor. Although costs have
risen for the private and public sectors alike, the burden of public sector programs has been
especially heavy of late, and threatens to bankrupt federal, state, and local governments and
drive costs even higher for working families. What is needed is system-wide cost control that
should be implemented as part of a comprehensive health care reform program that provides
universal health insurance coverage to all Americans.
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Mr. BURR. Doctor, I thank you, and I thank all three. The Chair
will exercise the option of the Chair to reverse the direction that
we ask questions, which puts me first and last, since I happen to
be the only one here. And I apologize for that, but there are a num-
ber of things going on on the Hill, as well as some key votes on
the House floor and debates right now. But I can assure each of
you that it is very valuable to have you in and to have your testi-
mony, because what we are undertaking will probably be one of the
most important decisions in my days here in Washington.

Dr. Aghababian—I make a good stab at it. I can say “Bilirakis.”
I have learned that. But I will have to practice yours a little bit.
Let me start with you, if I could.

My health coverage is under an HMO and has been for a number
of iears. I come from North Carolina, which we are not supposed
to know these things until last, but, in fact, this was something
that we experienced very early on. There was a savings, and one
of the things that you had to do was adjust to a new system. It was
a choice for every individual at the company that I worked for.

Unfortunately, while on a vacation in Michigan, I got very ill,
went directly to an emergency room. The emergency room never
questioned the fact that I was an HMO patient, even though we
presented a card, specifically covered it with them. They never
stopped what they perceived to be a needed emergency treatment.
Fortunately, in a couple of weeks, I was fine.

I guess I would only ask you from my personal experience, am
I the exception or am I the norm?

Dr. AGHABABIAN. ] can only tell you that on a given day we end
up spending several hours on the telephone—

Mr. BURR. Move just a little closer to those mikes, if you could.
I never believed it, but it is very difficult up here to hear you folks.

Dr. AGHABABIAN. Understanding that we have perhaps in my de-
partment nearly 200 encounters a day, I can tell you that there are
several hours spent on the phone trying to get approval for various
conditions.

Mr. BURR. I understand and certainly realize that the HMOs
have asked all of us to do things a little bit differently. But I think
that your testimony really dealt with the potential health of the in-
dividuals coming in. And what I would like to really determine: Is
your concern with the health of the individuals ang, the quality of
care that they are receiving, or the fact that in the emergency room
we are having to shift to a different approval process than the deci-
sion l;y the attending physician, as has been the norm for several
years?

Dr. AGHABABIAN. I would just like to begin by saying, Mr. Burr,
I would hope that if you came to my emergency department you
would have the same—I am sure you would have the same experi-
ence of not having your insurance in any way interact with our
providing you with appropriate care. We would certainly want that
to be the case.

However, I must go on to say that we deal with 30 or 40 different
plans in my emergency department, each of which has different
rules about payment. And much of what we experience occurs not
only at the time of service but retroactively if they decide not to
pay for the service. So that you may not have had a problem, and
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we certainly would not interrupt the care of someone who we
thought was very sick. But a month or two down the line, our hos-
pital and the group that I work with at the university might not
be paid for that service they rendered to you.

Mr. BURR. Well, let me ask this, if I could, Doctor. Given that
you would not stop what you perceived to be an emergency, are, in
fact, the ones that are questioned situations where the individual
thought that the emergency room was the appropriate place, but
had they placed a call or if a call was made when they walked in
the door, that they would have, in fact, been directed to possibly
another source?

Dr. AGHABABIAN, There are cases——

Mr. BURR. And I realize we are talking in very broad terms. We
are not talking about specific cases. But I think we certainly have
to understand the context of what happens daily.

Dr. AGHABABIAN. Right. It is our responsibility, because of the
Social Security Act—and, of course, we are happy to do this—to
provide an immediate screening exam. The patient who comes in
with chest pain may have indigestion or may have a very serious
condition, as the one I just described.

I was recently reviewing a case of a 6-month-old child whose par-
ent called because the child was listless and had a fever of 104 and
was advised to drive 42 miles to a plan hospital and en route had
a cardiac arrest and, as a result of his blood-borne infection, had
all four limbs amputated.

Now, how can you tell from the symptoms that a patient de-
scribes over the phone if they are having an emergency or not?
That takes a lot of experience. So if someone comes to our depart-
ment complaining of discomfort in the chest, we take it very seri-
ously, and we do whatever has to be done to prepare for a com-
plication that might occur. Then we worry about the health insur-
ance implications.

But what happens is if someone comes with a laceration, which
I could easily repair or could be repaired at a doctor’s office, or a
splinter that has to be removed from their heel that is causing
them a great deal of pain, I could assess that problem, and we
could try to access the plan, as we often will do. And they may or
may not approve the payment for that service.

Now, we still offer the patient the opportunity to have it rem-
edied by us and then to take up the issue of who is going to pa
for it with their insurance company. We never delay care. We al-
ways take care of the people. But my staff and I will then be on
the phone for hours on some cases that are more complex trying
to get approval for it.

Now, it is not only approval to treat, but if we elect to admit
someone, then we have to get approval to admit. So sometimes we
have to make two or three calls to get approval to have a specialist
see the patient. So we are constantly on the phone talking about
plans, and often we are talking to a nurse or someone with no med-
ical training about what we would like to do to a patient who has
an urgent condition.

. Idwould like to defer to Dr. Davis about his experience in Mary-
and.
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Mr. BURR. Let me, if I could, just ask one question of you,
though. As an emergency room physician, as one who constantly
treats those who are either in an emergency situation or believe
that they are, when you deal with seniors, do you find that seniors
have a close connection with their primary doctor and, in fact, want
notification to them very quickly that there is a problem?

Dr. AGHABABIAN. Not always. There are very stoic individuals
who wait until the last minute before they %o to the hospital with
a sgmﬁtom will not call their doctor, who believe they do not want
to bother their physician, and will be urged by a family member
to come. Seniors are a very diverse lot, and I am glad that is the
case. I had a 90-year-old come in with a heart attack recently, and
when I was discussing with him the newest approaches of therapy
which have risks, he said, “Go for it.” He hacf) suffered his heart
attack while he was chopping a cord of wood. That is a 90-year-old
man chronologically who i1s physiologically much younger.

I think age is a relevant term these days, and certainly the way
they behave to symptoms is very relevant.

Mr. BURR. Well, the individuals that have come before our Com-
merce Committee who have really opposed the injection of new op-
tions, and specifically managed care options, have done so with the
contention that seniors are so close currently to their physician
that the fear may be that their physician is not listed on that ap-
proved list.

One, let me take this opportunity to state that I believe whatever
reforms come out of the 104th Congress will protect the existence
of the current system for those that would like to stay on it. So I
think the debate is about what options we provide, and since I
have another Member who has entered the room, I am going to
have to watch the clock on myself since I am already over, and I
want to go over to Dr. Connerton because I want to go to your con-
clusion and just ask you a couple of questions, if I could.

I read from your concluding remarks,

The cuts required by the budget resolution are so large as to call into question
the ability :tmedicare to provide its current package of benefits in any form for
the money that the Federal Government will be paying.

Let me just ask you to define Medicare in that context. Is that
HCFA?

Ms. CONNERTON. What?

Mr. BURR. In the sentence that I read where you state that this
would “call into question the ability of Medicare to provide its cur-
rent package of benefits in any form for the money that the Federal
Government will be paying.” In other words, we pay $4,800 per
senior today. We are going to raise it to $6,700. I would assume
from that statement that you are saying we cannot supply the
same package from HCFA for $6,700 in the future.

Ms. CONNERTON. I think it is clear what we were talking about
is the scale of the cut and the impact that that would have on the
health delivery system as a whole.

Mr. BURR. Well, I realize that a lot of your statement dealt with
the overhaul of the entire system,

Ms. CONNERTON. Yes.

Mr. BURR. I guess this would be a good time to ask you as a rep-
resentative of your group. Did your group endorse the President’s
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plan last year? Would that have been—I note your reference to,
“What is needed is a system-wide cost control that should be imple-
mented as part of a comprehensive health care reform program
that provides universal health insurance coverage to all Ameri-
cans.” That is, in fact, what the President offered last year. Was
that a plan that you as a representative endorsed?

Ms. CONNERTON. The Clinton health plan was endorsed by all of
the unions in the labor movement. That is correct, yes.

Mr. BURR. Very good.

All right. At this time the Chair will recognize Dr. Ganske.

Mr. GANSKE. Thank you, Mr. Chairman. It is just amazing how
fast your seniority has gone up. I guess if you sit here long enough,
why, everyone else leaves.

I want to thank the panelists for staying so long. It is hard being
on the third panel because the other ones go longer and you never
know what time you are going to be needed, so you sit here the
whole day. We appreciate your coming.

I want to reinforce the difficulties that managed care present in
the emergency room. Certainly in the life-threatening situations,
bound by the Hippocratic oath, we just take care of patients, pe-
riod. You would agree with that?

Dr. AGHABABIAN. Absolutely, sir.

Mr. GANSKE. I think the quality of care issue arises when you
have an acute situation but not a life-threatening situation; that is,
a bad hand laceration or something like that. And I can relate from
personal experience, because I participated in several HMOs, that
the emergency room doctor will make an attempt to get the refer-
ring doctor, the primary care doctor on the line. Not infrequently,
there is a long delay. So because you have got this bottleneck and
you have got all these patients waiting out in the emergency room,
you want to try to get these patients taken care of in a reasonable
period of time.

You will then phone the specialist, a surgical specialist or who-
ever is necessary. Is that right?

Dr. AGHABABIAN. Yes.

Mr. GaNskE. And I think probably not infrequently you get an
answer from that surgical specialist, well, I will be more than
happy to come if you have received authorization. Is that right?

Dr. AGHABABIAN. That is correct.

Mr. GANSKE. The reason for that—correct me if I am wrong—is
that if the specialist goes and takes care of the patient but he has
not received an authorization from the gatekeeper, then he will re-
ceive no payment,

Dr. AGHABABIAN. He will also receive a lot of headache, besides
not receiving payment.

Mr. GANSKE. Not only that, but the primary care doctor will get
mad at him.

Dr. AGHABABIAN. Correct.

Mr. GANSKE. Because he has now initiated treatment and may
not be the choice or on that panel for that particular HMO or PPO;
is that right?

Dr. AGHABABIAN. That is correct.

Mr. GANSKE. So what happens? Basically, patients sit there for
long periods of time.
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Dr. AGHABABIAN. I can think of a classic example that you will
appreciate. A middle-aged man came in recently to see me at the
front desk; he had broken up a dog fight, and he had several punc-
ture wounds on his hands that were bleeding and open lacerations.
He was informed that his insurance company would have to be
called. They were called and told the man that, for payment, he
would have to go to an urgent care center where I knew on duty
was a generalist who did not understand the complication of this
injury. I told him that it would be better to be treated here, this
was a serious problem. I even called the physician back, who again
said, no, send the patient to the center that was manned by some-
one with minimal experience. It was with great reluctance, because
it was the patient’s choice, that I let that patient leave with a seri-
ous dog bite of both hands, knowing that the incidence of infection
and complications could be quite hig%).

It was heartbreaking to me as a physician because I want to
treat my patients as best I can.

Mr. GANSKE. I find it rather paradoxical that those patients that
come into the emergency room that have no insurance—I mean, not
even title XIX—they will get quicker care than those who have
worked hard and have purcﬁased a health insurance plan.

Dr. AGHABABIAN. In our institution, that man would have been
seen by a hand or plastic surgeon.

Mr. GANSKE, Thank you very much for your testimony.

Mr. BURR. Thank you, Dr. Ganske.

The Chair would recognize Mr. Ensign.

Mr. EnsIGN. Thank you, Mr. Chairman.

Dr. Connerton, I would like to address a couple of things in your
testimony, and I apologize if I repeat a couple things.

You mention in here about the $245 billion tax cut. Were you
aware that the tax cut in the Contract With America was passed
without touching Medicare? In other words, it was completely paid
for without touching Medicare during the Contract With America.
Were you aware of that?

Ms. CONNERTON. I am dealing with the present situation, which
is the budget resolution.

Mr. ENSIGN. Were you aware, during the Contract With America,
our tax cuts were completely 100 percent paid for without touchin,
Medicare? Purposely without touching Medicare or Social Security?

Ms. CONNERTON. If you say so.

Mr. ENSIGN. Well, 1t is a matter of fact. It is not a question of
anything I say. It is a matter of fact. During the Contract With
America, we had 245 billion dollars’ worth of tax cuts—actually,
more than that—that we did without touching Medicare. We paid
for them with cuts in other areas. We did it without touching Medi-
care.

I think that saying that our tax cuts are being paid for by Medi-
care or inferring that in your testimony, your written testimony, is
very unfair.

Ms. CONNERTON. Well, all I can say is that I am dealing with the
budget resolution. I know the Contract With America had some
very back-of-the-envelope calculations in it, and I think what is rel-
evant——
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Mr. ENSIGN. Back of the envelope? These tax cuts were scored by
CBO, and so were all of the spending cuts scored by CBO.

Ms. CONNERTON. Let me just repeat that what we are looking at
here is a situation where there is an attempt to balance the Fed-
eral budget and achieve tax savings of $245 billion over the
next——

Mr. ENSIGN. Correct. We actually had higher tax cuts during the
Contract With America without touching Medicare. Repeat, with-
out touching Medicare.

Now, after the Contract With America, the President’s own trust-
ees came out with a report that said Medicare will be bankrupt in
the year 2002. The President’s own trustees, after the Contract
With America. After the tax cuts which were paid for without
touching Medicare, without the budget proposal that we came out
with, without trying to balance the budget, Medicare still goes
broke, based on the President’s budget that he sent up here that
was not balanced in the year 2002. Medicare still goes broke.

Would you agree with that?

Ms. CONNERTON. I would agree that there is a long-term solvency
problem with the Medicare Trust Fund.

Mr. ENSIGN. Even without a balanced budget, even without the
tax cuts, Medicare still goes broke?

Ms. CONNERTON. That is the current projection. And you have to
understand that in——

Mr. ENSIGN. So how can you—

Ms. CONNERTON. Wait——

Mr. ENSIGN. $245 billion in tax cuts to the fact that we are tak-
ing that out of Medicare when we did it without it?

Ms. CONNERTON. I am just going back to the arithmetic, and the
arithmetic is that you want to balance the budget and achieve $245
billion in tax cuts, and in order to make that all happen, you want
to take $270 billion out of the Medicare Program.

Mr. ENsIGN. OK. Let’s go to some different line of questioning.
Do your recipients have better coverage or worse coverage than
Medicare recipients today, your enrollees?

Ms. CONNERTON. Wel{, we are a service workers union, so it
is—

Mr. ENSIGN. On average.

Ms. CONNERTON. On average, I would say “yes” because we have
stop loss insurance and prescription drug coverage, better mental
health coverage, yes.

Mr. ENsIGN. OK. Why do you think that the private sector has
been able to keep up with some of the newer coverages and yet
Medicare has not? In other words, a lot of Medicare recipients are
not receiving as good a coverage today as people in the private sec-
t(f)_r.hYou mentioned prescription drug coverage being a huge part
of that.

Ms. CONNERTON. That is correct, but we pay for that as part of
our compensation package. And, in fact, we have traded off pay in-
creases in order to get additional benefits at the bargaining table.

Mr. ENSIGN. But even nonunion places are doing that. Even non-
union places without collective bargaining are doing that. I have
experience in those areas as well, and even nonunion places—I
have worked at union facilities and nonunion facilities, and non-
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union places are doing that as well. So I think that we obviously
know that, and the point I am making is that we need to improve,
we need to provide more service for less money. Your union has
been associated with a lot of companies that are doing that not
only in their health care plans, but they are building better prod-
ucts for less money. They are providing better services for less
money. We are capable of doing that because of better management
techniques that your union has been associated with, and you have
actually been integrally associated with that. You have seen that
happen throughout the eighties, that American companies have be-
come more competitive because of the cooperation and because of
the systems that have been put in place.

This is what we are saying that we can do with Medicare, we
will slow the rate of growth of spending in Medicare, not as a cut
but through efficiency and through strengthening the system.

Ms. CONNERTON. Let me just repeat. My oral testimony really fo-
cused on the whole issue of momitoring quality. I mean, we have
really been behind a lot of the innovative sort of private sector
techniques, managinﬁ care. We believe in managed care and see it
as a better way to achieve cost-effective care for our employees.

Mr. ENSIGN. Let me just ask one——

Ms. CONNERTON. At the same time—let me just finish what I am
saying. At the same time, the private sector is very weak, and the
would admit it, and the Jackson Hole meeting which I attended,
the whole purpose of the discussion by the purchasers was we do
not have a handle around quality at all. All the competition going
on there in the marketplace, we are driving down the prices, but
we do not know what 1s happening to the quality of health care
that our employees are getting. That is basically where the private
sector is at this point. We are a long ways away from determining
whether a health plan is a good health plan or a bad——

Mr. ENSIGN. Mr. Chairman, if you will indulge me just for one
last question. The savings that have been achieved in the private
sector, large employers last year actually had their medical costs
go down by about 1.1 percent. Would you classify—if I have a com-
pany and I am spending $3,000 on an employee this year, through
efficiencies I am able to next year spend $2,900 an employee.
Would you call that a cut or would you call that savings?

Ms. CONNERTON. It depends on what happens on the quality.

Mr. ENSIGN. Same quality. Same or maybe better.

Ms. CONNERTON. Well, the way that you have set up the ques-
tion, the answer obviousiy would be you would not consider that a
cut.

Mr. ENsIGN. If we were able to design a Medicare system, to de-
sign a system where we are spending $1,900 more a year per per-
son, providing the same or better quality, would you consider those
Medicare cuts?

Ms. CONNERTON. Again, the way the question has been set up,
you know, which is the big “if,” assuming everything else is con-
stant——

Mr. ENSIGN. Sure, but we do not know that “if,” do we?

Ms. CONNERTON. We do not know in the private sector whether
we are getting value for our money. We do not know what we are
getting.
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Mr. ENsIGN. Even though when we do survey our employees——

Ms. CONNERTON. Even though we see cost savings——

Mr. ENsiGN. Even though when we survey our employees, they
are every bit as happy or happier with their health care coverage
now as before.

Ms. CONNERTON. Well, it is part of the whole question of looking
at—if you want to look at the characteristics of the population as
a whole or whether you focus your survey on sicker populations.
That is one of the reasons why employers are very interested in
getting information on health status, because how you view your
health plan has a lot to do with your health status. Most employees
probably do not use the health plan over the course of the year, but
the 10 percent, 20 percent who do, who have the direct interactions
with the physicians, with the hospitals and so forth, are the rel-
evant group for interviewing on that end.

There is also the question of health outcomes. Ultimately, is a
plan producing a good health outcome? We are very far away from
the

Mr, ENSIGN. I would agree with you there, and I would just en-
courage your organization to work with us, because Medicare is
such an important system. So many people are so dependent on
that. Obviously, a lot of your retirees are, and it is such an impor-
tant system that we have to save it. So instead of just putting out
political rhetoric that says that we are cutting Medicare, when, in
fact, we may not be cutting Medicare, we may just be achieving
cost savings and better quality.

Thank you, Mr. Chairman, for your indulgence.

Mr. BURR. The gentleman’s time has expired.

Dr. Davis, I would like to bring you into this for just 1 minute,
and I hope that, in fact, this is appropriate to ask you. You have
heard part of the debate today. You are in health care. I think you
understand the complexity of the issue that we are dealing with.
Do you have any suggestions to the Subcommittees, either by what
you have seen firsthand or items that you have seen within the
medical community that would be prudent for the Subcommittees
to look at very seriously that we have not had on the table today?

Dr. Davis. Yes, I do. Thank you. I do think that standards are
important. I am not willing to turn the oversight over to the pri-
vate companies. I think Government entities can do that just as
well, if not better. I am glad to see the Federal Government taking
an interest in this,

Mr. BURR. Well, I can assure you that we hear what you are de-
scribing to us. I can only tell you that by every analysis done by
an agency of the Federal Government, GAO today—we have had
other extensive hearings both in Ways and Means and in Com-
merce—it is not the opinion of those who do the surveys that, in
fact, the Government performs as well as the private sector in this
particular case. And HCFA's ability to replicate the successes of the
private sector has been slow and sometimes off the mark.

Let me end this hearing today with just a little bit out of the
trustees’ report, if I may. I quote from the overview of the trustee’s
report on Medicare.




182

Under present law, as shown by the projections in this report, the Hospital Insur-
ance Program costs are expected to far exceed revenues over the 75-year long-range
Beriod under any reasonable set of assumptions. As a result, the Hospital Insurance

rogram is severely out of financial balance, and the trustees believe that the Con-
gress must take timely action to establish long-term financial stability for the pro-
gram. With the magnitude of the projected actuarial deficit in the Hospital Insur-
ance Program and the high probability that the Hospital Insurance Trust Fund will
be exhausted in less than 11 years, the trustees urge the Congress to take addi-
tional actions designed to control Hospital Insurance gram costs and to address
the projected financial imbalance in both the short range and the long range
through specific program legislation as part of a broad-based health care reform.
The trustees believe that prompt, effective, and decisive action is necessary.

I want to take the opportunity to thank all the doctors on this
panel, to thank the other panels that preceded you, and to take
this opportunity to thank the Subcommittee Memgers of Ways and
Means and of the Commerce Committee. Congress is in a position
to exert the responsibility that the trustees have asked us to do,
and that is to investigate every option, to talk to everybody con-
cerned—those that agree, those that disagree—to make sure that,
in fact, we have the highest quality of health care delivery for our
seniors in this country. I am certain over the next several months
working with you and others who are willing to come and testifg
and share with us your feelings on that, in fact, we will reac
something that assures all of us of a high quality of care for the
seniors in America.

This hearing is now adjourned.

[Whereupon, at 2:27 p.m., the hearing was adjourned.]

[Submissions for the record follow:]



183

STATEMENT
OF THE

AMERICAN ACADEMY OF NURSE PRACTITIONERS
AMERICAN ASSOCIATION FOR MARRIAGE AND FAMILY THERAPY
AMERICAN ASSOCIATION OF NURSE ANESTHETISTS
AMERICAN COLLEGE OF NURSE-MIDWIVES
AMERICAN COLLEGE OF NURSE PRACTITIONERS
AMERICAN OCCUPATIONAL THERAPY ASSOCIATION
AMERICAN PHYSICAL THERAPY ASSOCIATION
AMERICAN PODIATRIC MEDICAL ASSOCIATION
AMERICAN PSYCHOLOGICAL ASSOCIATION
AMERICAN SPEECH-LANGUAGE-HEARING ASSOCIATION
NATIONAL ASSOCIATION OF NURSE PRACTITIONERS IN REPRODUCTIVE HEALTH

TO THE

HOUSE WAYS AND MEANS COMMITTEE
AND
HOUSE COMMERCE COMMITTEE

ON
JULY 27, 1995

The undersigned associations representing the interests of over 500,000 health professionals appreciate the
opportunity to submit written testimony to the House Ways and Means and Commerce Committees to
share our views on issues related to the health care delivery system. These non-MD health professional
associations share the concern that all Americans should have the opportunity to obtain services from all
types of health care providers who are licensed or certified to provide those services. Based on this
concern, we would like to describe how this can be accomplished.

RELATIONSHIP BETWEEN HEALTH PLANS AND HEALTH PROFESSIONALS

Our associations believe it is necessary that reasonable access to all health professionals be guaranteed to
ensure consumer health care needs are met. Barriers continue to exist in the health care marketplace
preventing non-MD health professionals from competing with physicians and practicing to the fullest
extent of their education and training.

An essential first step for creating equitable access to all health professionals is to incorporate into health
care legislation, antidiscrimination requirements that prohibit health plans from discriminating on the basis
of the category of licensure or certification of the health professional. Our health professional
associations succeeded in securing provisions in all major health care reform legislation of the 103rd
Congress prohibiting health plans from discriminating against health professionals on the basis of their
licensure or certification. This success illustrates the understanding by policymakers of the need to ensure
the public's access to appropriate health care services.

By preventing discrimination against qualified health care professionals, consumers will have access to

y primary and specialty care and will be able to choose among a variety of qualified health
professionals. Non-MD health professionals are particularly important to meeting the accessibility needs
of consumers in rural and underserved areas. In many situations, these are the only qualified health
profe I ilable to provide care. Therefore, antidiscrimination language should be applied to all
types of health plans. Even though limited fee-for-service plans and HMO point-of-service options with
higher premiums and additional copays provide some choice, they do not go far enough to guarantee
consumer choice.

This antidiscrimination language is not "any willing provider” language. It does not require a health plan
to enter into a contract with every individual practitioner, but rather would require the plan to have
representatives of a variety of health professions in its network. Antidiscrimination Janguage is intended
to give health plans more flexibility than "any willing provider” requirements by a.llowmg health plans the
discretion to contract selectively on the basis of an individual health professional's rep

qualifications, etc, while preventing health plans from refusing to contram with emu'e health professlons
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During the last Congress, our associations worked with representatives of the managed care industry to
negotiate a compromise approach to preventing arbitrary discrimination against health professionals based
solely on their license or certification. This concept of antidiscrimination, supported by non-MD health
professional associations and managed care organizations, was included in all major health care reform
legislation last year. This language prohibits a state, cemﬁed health plan. or cemﬁed health plan sponsor
from discriminating in the participation of, or denying reimb or ification to a health care
provider who is acting within the scope of the provider's license or certification under applicable State or
Federal law, solely on the basis of such license or certification.

An increasing number of states, including California, Michigan and Minnesota, have undertaken or are
considering affirmative measures to prevent plans from discriminating against health professionals on the
basis of category of licensure. Typically, under these statutes, health plans may specify terms and
conditions of affiliation to assure cost efficiency, quahﬁcanon of providers, appropriate utilization of
services, ibility, conveni to and 'y with the plan’'s method of operation.
This, of course, is not to say that inclusion of all providers of a certain category is mandated.

We urge the Committees to support this reasonable approach to the issue of discrimination against classes
of health professionals. This approach was endorsed not only by several health professional associations,
but also by representatives of the managed care industry.

CAPACITY OF HEALTH PLANS TO SERVE CONSUMERS

All of the major health care reform proposals of the 103rd Congress recognized the importance of
assuring that health plans have the resources and capacity to meet the needs of plan enrollees in a
reasonable and adequate manner. Under these proposals, health plans must be certified and demonstrate
this ability to provide appropriate care.

Any health care legislation of the 104th Congress should include specific criteria that health plans must
meet to demonstrate their capacity to serve the health care needs of enrollees. Our bealth professional

jations and the ged care organizations had agreed to specific criteria that was incorporated into
major health care reform legislation last year. This legislative language requires that health plans:

. provide a sufficient number, distribution and variety of health providers to meet
the needs of enrollees;

. meet the needs of enrollees with reasonable promptness and in a manner that
assures continuity of care;

. appropriately serve the diverse needs of the population including the special

resource problems of a designated medically underserved area that is part of the
plan‘s network service area;

. ensure that health services are ible in the ¢« ities and plan service areas
in which people live and work; and
. provide information 1o consumers upon request regarding the plan's certification

status, benefits offered, premium cost-sharing and administrative charges under
the plan, risk and referral arrangements under the plan, and the number,
distribution and variety of health care providers under the plan and the avaitability
of such providers.

We urge the Ways and Means and Commerce Committees to recommend to Congress that every type of
health plan be prohibited from discriminating in participation of, or denying reimbursement or
indemnification to a health professional who is acting within the scope of the health professional’s license
under applicable State law solely on the basis of such license or certification. Plans should aiso be
required, at a minimum, to meet certain conditions demonstrating that they have the capacity to serve the
enrollees of their plan.

American Academy of Nurse Practitioners American Optometric Association

American Association of Marriage and Family Therapy American Physical Therapy Association
American Association of Nurse Anesthetists American Podiatric Medical Association
American College of Nurse-Midwives American Psychological Association

American College of Nurse Practitioners American Speech-Language-Hearing Association
American Occupational Therapy Association National Association of Nurse Practitioners

in Reproductive Health
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Orgamzahons erican Association of PPOs

601 13th Street, N.W. # Suite 3705 # Washington, D.C. 20005% (202)347-7600 = FAX (202)347-7601

July 28, 1995

The Honorable William M. Thomas
Chairman

Subcommittee on Health
Committee on Ways & Means

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

The American Association of Preferred Provider Organizations (AAPPO}) has delivered or
submitted testimony to both the Ways & Means and Commerce health subcommittees on the
advantages in both cost-containment and beneficiary satisfaction of adding a PPO option to
Medicare. We would like to comment further on the subject of qualification and quality
standards, the subject of your July 27 joint hearing, and we ask to have this communication
included in the record of that hearing.

AAPPO agrees with the prevailing thought that Medicare choices should be expanded, giving
Medicare beneficiaries the same options available to those insured in the private market. We
are concerned, however, by some proposals now being discussed that would limit those
choices to state-licensed, risk-bearing entities.

As discussed in our earlier testimony, most PPOs are not licensed as insurers or HMOs, and
do not bear insurance risk. To require them to do so is to bar most PPOs from Medicare
participation, thereby barring beneficiaries from an option that would offer both cost savings
and provider choice.

AAPPO believes strongly that Medicare must build on the successes of the private sector,
including PPOs. PPOs have charted impressive growth and popularity not by trying to
replicate HMOs’ structure, but by applying utilization and quality management to a fee-for-
service base. In essence, PPOs represent managed fee for service. Given that 90% of
Medicare beneficiaries currently are enrolled in a fee-for-service arrangement, it clearly would
be advantageous to encourage this population to move into a more efficient and cost-effective
variation. PPOs have the capacity to enroll large numbers of beneficiaries quickly -- but not
if they must first undergo the laborious process of obtaining state insurance licensure.

AAPPO by no means suggests that PPOs seek to escape oversight and accountability. Indeed,
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we have proposed the development and implementation of federal-level standards to
demonstrate PPOs’ ability to deliver high-quality care and to protect beneficiary interests.
Under the current scenario, we are prepared to work with the Health Care Financing
Administration to develop standards appropriate 10 PPOs’ unique structure; however -- as
suggested by several witnesses as well as members of the Subcommittees -- it certainly makes
sense to suggest that private organizations could fulfill the role of arbiter.

.As we have discussed with you, PPOs seek direct contractor status under the Medicare
program. As we envision the process, an interested PPO would first demonstrate its
qualification by complying with formal standards. It then would contract with Medicare just
as it now does with a self-insured employer, i.e.,the employer bears the insurance risk, and
compensates the PPO via an administrative fee for network access, provider credentialing,
quality and utilization management, etc. AAPPO has suggested that negotiated performance
targets could form part of this contract, e.g., that average claims would not exceed the level
payable under the standard Medicare payment methodology.

AAPPO urges you to allow PPOs to bring their unique sirengths 10 Medicare’s assistance.
We look forward to working with you to develop standards and contracts that will promote
high-quality care, cost savings, and beneficiary satisfaction.

Sincerely,

s 7 U it

Gordon B. Wheeler
President and Chief Operating Officer
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STATEMENT BY
THE AMERICAN FARM BUREAU FEDERATION
TO THE
SUBCOMMITTEE ON HEALTH
OF THE
HOUSE WAYS AND MEANS COMMITTEE
AND THE
SUBCOMMITTEE ON HEALTH AND ENVIRONMENT
OF THE
HOUSE COMMITTEE ON COMMERCE
ON
STANDARDS FOR THE MEDICARE PROGRAM

July 27, 1995

The American Farm Bureau Federation, the nation’s largest general farm organization,
representing over 4.4 million member families in every state and Puerto Rico, appreciates this
opportunity to comment on standards for various private health insurance plans seeking to
participate in and provide coverage to beneficiaries under the Medicare program.

Medicare is a vital part of the rural health care delivery system. It is not uncommon for rural
health care delivery systems to have Medicare recipients account for 60-70 percent of their
patient count. Medicare money is critical to the cash flow of rural health care delivery systems.
At the same time, Medicare reguiations determine whether or not the payments for health care
delivered to Medicare recipients is sufficient to pay for the actual cost of care.

The first standard for Medicare in rural areas should be to do no harm. Rural health care delivery
systems are fragile because of limited patient loads, long travel for care and the limited
availability of health care professionals. The cost of Medicare regulations is an added burden on
rural systems that may cause quality of care to suffer or the entire system to shut down.

Two factors are critical in determining the impact that Medicare has on rural health care delivery
systems. The first one is that Medicare payments must cover the actual cost of delivering care.
Cost shifting between payers of care is rampant throughout the health care delivery industry.
That is a well established fact. In rural areas often there are few, if any, segments of the market
to shift costs to from Medicare.

As was noted earlier, 60-70 percent of the patient load may be Medicare recipients. Another
10-20 percent may be Medicaid recipients. That leaves 20-30 percent of the patients as private
pay or insurance payers. Fewer rural families have health care plans than the population as a
whole and the plans are often less generous that those of higher paid urban/ suburban residents.
In short, rural areas have few “deep pockets” to pay for the shortfalls in Medicare
reimbursements.

In addition, there is the issue of complexity. Each time the Medicare system attempts to “fine
tune” the payment system to catch potential excess reimbursements, it makes it harder for rural
providers to track the changes and respond. They often lack the administrative support staff and
electronic systems to handle the additional details.

The second critical factor for rural health care defivery systems is regulatory flexibility. Rural
systems often do not have the support staffs necessary to keep up with the never-ending stream of
regulations that must be followed to qualify for Medicare payments. The issue is not the quality
of care. The issue is meeting a regulatory definition of what is necessary to provide high quality
health care.

The size and location of rural heaith care delivery systems often prevent them from meeting
regulations that are often taken as a matter of course in urban/suburban settings. Patient demand
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flows are more variable. Maintaining 24-hours-per-day, 365-days-per-year coverage for certain
types of care may be prohibitively expensive when patient loads only require coverage for a third
or half that time.

Health care professionals need the flexibility to be cross-trained to do more than one job. Mid-
level practitioners need more opportunities to perform activities that may be done by physicians
in other settings. The many regulations that focus on equipment requirements rather than on
patient outcomes need to be reviewed.

In reality, Medicare is a one-size-fits-all, centralized system, managed from Washington, D.C. It
assumes that all recipients are the same, all providers are the same and all portions of the country
are the same. Medicare must respond to the needs of rural areas.

The current policy debate on allowing more flexibility under managed care and the use of
vouchers for Medicare recipients may be good news for rural providers and recipients. Both
policy approaches would move decision making-closer to the providers and recipients of care. If
managed care providers are given wide discretion in providing care, they could choose a mix of
care-givers consistent with the local delivery systems. The managed care payments per recipient
may need to be adjusted for the fact that rural systems do not have as even a spread of risks as
urban/suburban delivery systems.

A voucher system would provide some of the same flexibility. In this case the recipients would
choose a payment system and a delivery system. They would be more likely to choose one
consistent with the currently available rural delivery system. The competition encouraged by the
voucher approach would also produce new payment and delivery options.

The current focus on the cost of the Medicare program may be a potent force in making changes
in the system. If increased payment and delivery flexibility is the result, it will be good news for
taxpayers, recipients and providers in rural areas.
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STATEMENT OF AMERICAN LUNG ASSOCIATION AND AMERICAN THORACIC
SOCIETY

These comments are submitted on behalf of the American Lung Association and its medical section,
the American Thoracic Society.

Founded in 1904 to fight tuberculosis, the American Lung Association is the oldest nationwide
voluntary health agency in the United States. Along with its medical section, the American Thoracic
Society ~ a 12,500 member professional organization of physicians, scientists, and other health
professionals specializing in pulmonary medicine and lung research -- the American Lung Association
provides programs of education, community services, advocacy and research to fight lung disease and
promote lung health.

The ALA/ATS would like to take this opportunity to bring to the attention of the Committee its
concerns regarding access to specialty care for the chronic lung disease patient. Under the proposed
Medicare reform plan, which focusses principally on enrolling Medicare recipients into managed care
plans, the access to specialty care question is paramount for our constituents who suffer from Iung
disease. In addition to including access to specialty care in Medicare reform, we would also like to
see included a provision to end restrictive insurance industry policies that limit Medicare patients'
access to the latest pharmaceutical products and medical devices. Furthermore, lifetime monetary
caps on prescription drugs and medical devices should be eliminated.

LUNG DISEASE AMONG THE MEDICARE POPULATION

The prevalence of chronic lung disease varies with age, but for most categories chronic lung disease
hits hardest in individuals 65 years of age and older. For instance, the prevalence of chronic
bronchitis is the highest in those over 65, where 61.7 persons per 1,000 are affected. The prevalence
of emphysema increases steeply with age, affecting 15.6 people per 1,000 in the 45-to 64-year-old
group and nearly doubling to 29.8 per 1,000 after age 65. In addition, those over age 65 experience
the second highest prevalence of asthma -- 48.2 per 1,000.

With these statistics in mind, it is only natural that the ALA/ATS be concerned with how Medicare
recipients with chronic lung disease are treated under Medicare reform. If current proposals prevail,
there will be an increasing number of Medicare recipients enrolted in managed care. The ALA/ATS
wants to make sure that those with chronic lung disease will receive the same quality care and access
to specialty care they receive under the present Medicare system.

THE NEED FOR ACCESS TO SPECIALTY CARE

In order to maintain optimal functioning in the face of a disabling condition such as chronic lung
disease, patients require a wide range of health-related services. Medical treatment is, of course,
primary. In terms of physician care, the patient's family physician usually makes a tentative diagnosis
of chronic lung disease. In most instances, a consultation with a pulmonary specialist is suggested.
In some cases, because of the extent of the patient's disease, referral to a pulmonary specialist is
necessary.

Specialists serve a dual role in clinical practice: s a primary physician for a person with chronic
disease and as a consultant for acute iliness where the patient has been referred to the specialist. A
gatekeeper system that too strictly requires permission or referral for every visit to a specialist would
be a large detractor to access for people with chronic lung problems. Appropriate management of
moderate to severe asthma by a specialist, for example, is more likely to result in fewer costly
hospitalizations than care of those same cases by a general internist or family practioner who does
not have the extensive training to work with asthma. Further, pulmonary physicians are generally able
10 assume full care for the patient whose primary problem is lung related and more often do so at the
patient's request.

Just as there is a need to include specialty care access in Medicare reform, there also remains the need
to train specialists to perform those services. The ALA/ATS is concerned that every effort be made
to continue funding of Graduate Medical Education (GME) through a Medicare set-aside. Although
the trend of the medical profession is to produce more primary care physicians, the fact remains that
with a growing elderly population, the need for specialized services, such as critical
care/pulmonology, will continue to grow well into the next century.

The American Lung Association and the American Thoracic Society are dedicated to ensuring that



190

lung disease patients on Medicare have access to the appropriate specialty care. Unless there is
specific language in the Medicare reform bill mandating an out-of-service option for managed health
care plans, access to providers who are specialists for individuals with chronic diseases (e.g. a
specialist acting in the primary care provider role) may be denied, or severely restricted in the interest
of cost savings. Financial disincentives for specialty referral also must be eliminated. Referrals
always must be based on the best interest of the patient, not the financial interests of the health plan.

MEDICARE RECIPIENT ACCESS TO LATEST PRESCRIPTION DRUGS AND DEVICES

A variety of oral, parenteral and aerosolized medications are required to treat chronic pulmonary
disease. In addition, some patients require oxygen and durable medical equipment, such as nebulizers,
humidifiers, suctioning equipment and mechanical ventilators. New drugs and devices that can better
control and add improve the quality of life for lung disease patients are being made available daily.
Unfortunately, Medicare recipients cannot receive the latest/experimental drugs or devices because
of restrictive Medicare payment policies. As a result, these patients, who are often in most need of
advanced drugs and devices, are being denied access to a series of new products and therapies.

Compounding this already stifling situation are lifetime caps on prescription drugs and medical
devices. The cost of treating chronic diseases is very expensive. Lifetime monetary caps on these
therapies cruelly postpone the inevitable for those with chronic conditions. For patients who have
exceeded their lifetime cap, finding other cost-effective health insurance to help pay for their ongoing
medical costs is a nightmare, if not impossible.

Studies have been conducted indicating that the eradication of lifetime caps would result in minimal
increases in insurance premiums. Insurance companies can effectively spread their risk of having
patients with catastrophic illnesses through reinsurance. From an actuarial view, there is a trivial
increase in premium costs from raising the lifetime cap from half a million or a million dollars to six
million dollars or eliminating it altogether -- the difference for the patient who has a chronic and
costly disease, however, is tremendous.

CONCLUSION ’

With the ever increasing number of Medicare recipients enrolling in managed care plans and
considering proposed legislative plans to encourage this trend, Congress should make sure that the
issues of access to specialty care, the ending of restrictive Medicare drug and medical device policies,
and the elimination of lifetime caps on prescription drugs and medical devices are thoroughly
reviewed.

Continued access to specialty care, prescription drugs, medical devices and the elimination of lifetime
monetary caps are of extreme importance to those with chronic diseases, especially chronic lung
disease. It is the hope of the American Lung Association and the American Thoracic Society that the
committee will seriously and carefully consider these options when formalizing its final plan for
Medicare reform.
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STATEMENT OF AMERICAN REHABILITATION ASSOCIATION

BEFORE THE SUBCOMMITTEE ON HEALTH
COMMITTEE ON WAYS AND MEANS

AND

SUBCOMMITTEE ON HEALTH AND ENVIRONMENT
COMMITTEE ON COMMERCE

FOR THE RECORD OF THE HEARING ON STANDARDS FOR HEALTH PLANS
PROVIDING COVERAGE IN THE MEDJICARE PROGRAM

July 27, 1995

This testimony is being submitted on behalf of the American Rehabilitation Association for
inclusion in the record of your subcommittee’s hearing on standards for health plans providing
coverage in the Medicare program.

The American Rehabilitation Association (formerly the National Association of Rehabilitation
Facilities) is the largest not-for-profit organization serving vocational, residential and medical
providers in the United States. The established leader in the field of rehabilitation for more than
a quarter century, American Rehab serves its more than 800 member facilities by effecting
changes in public policy, developing educational and training programs, and promoting research.
In addition, it provides networking and cc ications opportunities, all of which help to ensure
quality care and access to services to more than four million persons with disabilities.

This testimony will provide background on rehabilitation, discuss the impact that managed
care has had on rehabilitation, and outline standards for plans providing care to Medicare
beneficiaries.’

BACKGROUND ON REHABILITATION

Medical rehabilitation addresses itself to a single end--the elimination or mitigation of
disability. Rehabilitation restores a person’s ability to live, work and enjoy life after an illness,
trauma, stroke or similar event has impaired his or her physical or mental abilities. Most patients
enter rehabilitation after an acute hospital stay. In 1994 about 400,000 people per year received
such services as inpatients in rehabilitation hospitals or rehabilitation units of general hospitals.
Many more receive such services as outpatients. There are now about 200 rehabilitation hospitals
and 800 rehabilitation units in general hospitals.

Many of the conditions requiring rehabilitation are associated with advancing age, particularly
strokes, arthritis and orthopedic conditions. Accordingly, a relatively high percentage of the
persons who need rehabilitation are covered by Medicare. 1n 1994 about 71% of discharges from
rehabilitation hospitals and units and 66% of total days of care were covered by the Medicare
program. These figures do not include Medicare beneficiaries who have chosen to enroll in
managed care plans. Thus, rehabilitation facilities are perhaps more affected by Medicare policy
than any other element of health care.

Rehabilitation involves specialized physicians, rehabilitation nurses, physical and occupational
therapists, speech language pathologists, respiratory therapists, social workers, psychologists, and
other therapists who work as a team with patients to restore their functional ability and help them
be independ This interdisciplinary team concept is central to rehabilitation and the sum of
these efforts is greater than the parts. The team establishes an individual rehabilitation plan
which sets forth that person's goals in rehabilitation. For example, a person has had a stroke
which impairs the ability to walk, see, swallow and creates weakness on the left side. The goals
include walking again independently, swallowing without aid, seeing well enough to read,
strengthening the left side so the arm and leg can be used, and being able to dress independently
again. Over 80% of the 4 million people receiving rehabilitation services return to their homes,
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work, schools, or an aclive reti Common ditions usually requiring rehabilitation
include: heart attack, stroke, arthritis, cancer, neurological disorders, joint fractures and
replacements, amputation, head m]ury, spmal cord m]ury chmmc pain, pulmonary disorders,
burns, multiple trauma and congenital or develop

Rehabilitation is delivered in fi di habilitation hospital habilitation units of
general hospitals, comprehensive outpatient mhablhlauon facxhucs rehabilitation agencics and
other outpatient settings, skilled nursing facilities and in people’s homes. Determining which
selting is appropriate is a function of medical judgement. These settings provide a full continuum
of rehabilitation care.

The rehabilitation field is responding to the changes in the health care field. It is becoming
more cost effective through the use of critical pathways, decision rules and constant examination
of the use of resources and outcomes. All of these practices help make decisions about the
appropriate use of resources and help cut costs.

EFFECTIVENESS OF REHABILITATION

If rehabilitation services are delivered, they are most effective if delivered early after trauma
or illness. For example, rehabilitation is one of the evaluations done right in the trauma center.
If an appropriate referral is not made the person remains dependent, the family suffers and
society, the individual and the family pay more than just financially. In a study of the cost
benefits of stroke, the investigators found that for each stroke patient who, through rehabilitation,
was able to live at home, the expense of living at home versus in a nursing home selting saved
$13,248 per year in 1981 dollars, or $21,599.54 in 1994 dollars per year. Given that the average
stroke patient lives over 5 years this is a savings of $107,997.70 in 1994 dollars.

An article in the 1994 October/N ber/Dx ber issue of TQM magazine, "Judging the
Cost-Effectiveness of Rehabilitation”, discussed the cost effectiveness of rehabilitation.
Pulmonary rehabilitation improves patient function and reduces the use of medical services.
Early rehabilitation in a rehabilitation unit for stroke patients is more effective than for patients
treated on general medical wards. Twice as many of the patients who did not receive
rehabilitation went to nursing homes and the mean time in an institution in the first year,
including nursing homcs was 75 days for ihc rehabilitation patients and 123 days for the paticnts
who did not get the rehab program.

For traumatic brain injury (TBI) early initiation of rehabilitation can save costs. A recent
study compared patients from one hospital with an aggn:ssnvc early rehabilitation program for
TBI with those from 11 other hospitals without organi . Patients from the formal
program experienced one third the time in a2 coma. Also the rehabxlllauon length of stay averaged
54 days vs. 106 days for those commg from routine cam Ninety-four percent (94%) were
discharged home in the early inter program pared to 57% of the others. Again, there
is an enormous amount of money saved simply by calculating the cost of days not spent in the
hospital.

MEDICARE, REHABILITATION AND HMOs

As noted previously, the Medicare program impacts the medical rehabilitation industry
significantly in accounting for 66% of inpatient days. It has been suggested that one means of
reducing the rate of increase in overall Medicare expenditures is to encourage more Medicare
patients to enroll in plans other than the traditional fee for service plan. Options being considered
include managed care, medical savings accounts and employer plans. We are most familiar with
managed care and raise some issues related to medical savings accounts as well.

At present only about 9% of Medicare beneficiaries have chosen to move from fee for
service Medicare to HMOs and other managed care plans. This relatively low rate of enrollment
obscures the fact that managed care enrollment is much higher in certain parts of the country,
particularly on the west coast. In California, for example over 20% of Medicare patients are
enrolled in managed care plans.
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In concept there are two reasons why managed care plans can provide care at lower cost than
traditional forms of i and health care delivery. First, it is assumed that by hiring or
contracting with providers of services to significant patient populations, HMOs and other
managed care plans can achieve economies of scale (or drive hard bargains). Second, through
“"management" of care through gatekeeper physicians and other controlling mechanisms, they can
avoid delivery of ineffective or superfluous services and, thereby, avoid the associated costs.

In fact, there is a third factor, denial of services. Enrollees may find that certain services are
not provided, either because they are d d to be y or b of contract
limitations, the effects of which are not appreciated until it is too late. This observation is not
to suggest that HMOs and other managed care plans seek to deceive enroliees, but rather that
certain specialty services needed by a relatively small number of people do not receive adequate
consideration by either the plan or the enrollee until the service is needed.

About four million people annually receive some type of therapy service. Of these about
400,000 are admitted to a rehabilitation hospital or a rehabilitation unit in a general hospital.
Thus, the chance that any given individual will nced rehabilitation services is slight.

This means that it is unlikely that a person shopping for HMO coverage will anticipate the need
for and coverage of rehabilitation services.

Rehabilitation services are intense and of longer duration than acute care. By their very
nature managed care plans seek to avoid or minimize the cost of such services. Qur association
recently surveyed member facilities. Sixty nine percent (69%) of the rehabilitation hospitals and
units to which HMOs referred Medicare patients reported that the HMO limits the numbers of
days of therapy, with an average limit of 51 days. We find this information about Medicare
beneficiaries particularly disconcerting because it is our understanding that the Medicare package
of benefits is to be available to Medicare rehabilitation patients. Under Medicare there are no day
limits on therapies or programs. Medical necessity is determined by the Medicare inpatient
rehabilitation hospital guidelines.

The Medicare Advocacy Project, Los Angeles, California, in its January 1993 report,
"Medicare Risk Contract HMOs in California: A Study of Marketing, Quality and Due Process
Rights" noted the noted the following problems:

* Failure to refer for needed specialty care. The decision may not be made by the
gatekeeper physician but by the medical group manager, utilization review coordinator or
medical director. They also cited the physician financial incentive issues mentioned
above.

* Not having enough contracting specialty physicians available or when the financial
incentives delay referrals to specialty physicians.

* Failure to refer for rehabilitation. The frequency with which HMOs deny access to
home health care and inpatient rehabilitation services... "raises questions about the
financial incentives under which HMOs and their subcontracting provider groups operate.”
The report questions the HMOs determinations that cases thal appear to meet the
Medicare coverage guidelines were denied the care as not medically necessary.

The quality of care given to many HMO Medicare enrollees is also a big concern. This is
a difficult issue to quantify. As noted, we have heard about problems with people either not being
referred at all for rehabilitation or being referred but with a limit on the number of days.
Quality goes to the setting to which the patient is referred for services and the duration,
frequency and type of treatment they receive. Our members have told us about enrollecs, both
Medicare and non-Medicare, being sent to what we characterize as a custodial institutional setting
that provides either no or periodic skilled nursing and rehabilitation therapies as required under
OBRA 90, but not a comprehensive rehabilitation program. Our members do not believe many
of these patients obtain their maximum outcomes and the rates of return to home, work, school
and an active retirement are not as high as possible. This is a tragic personal, professional,
familial, social and financial loss and burdes.
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The Medicare Advocacy Project Report cited above noted several cases where the HMOs
approved less care than needed. The report states the "survey also points to possible systemic bias
by some HMOs against referrals for in-patient rehabilitation services. All five of the southemn
California in-patient rehabilitation hospitals respoading to MAP's survey felt that some Medicare
HMOs denied medically necessary rehabilitation services to a greater extent than occutred in FFS
[fee for service]. " The report further states "some HMOs appear to use arbitrary standards to
deny or discontinue rehabilitation care.” These standards include the patient’s age even when a
patient was improving.

The Math ica study released in Dy ber, 1993 also raised concerns about quality of
care. Mathematica looked at rates of death, hospital readmission and post admission
complications as gross outcomes” measures but did not make any adverse findings. However it
did state,” ..,a few differences do indicate that HMOs may be providing less adequate care in
some situations. ...HMO stroke patients received significantly less physical therapy while in the
hospital and had greater motor and speech deficits at discharge, yet were not more likely to have
a post discharge speech or physical therapy plan. This pattern suggests that HMOs may
economize on rehabilitation care... Although there is no evidence that these differences in care led
1o poorer patient outcomes, they cause some concern because of their potential adverse effect on
outcomes.”

The study noted that HMOs discharge a higher proportion of stroke patients to nursing homes
and a lower proportion to rehabilitation hospitals. While it did not have follow up data, this
practice raised concerns about whether this pattern was leading to poorer care.

Managed care should not be used to deny rehabilitation and other specialty services from
which patients can profit. Denial of such services in the name of economy is an illusion. The
managed care plan or society as a whole will end up paying higher acute medical and/or social
costs.

RECOMMENDATIONS ON PLAN STANDARDS

As this committee looks for ways to bring Medicare into the next century and ensure its
financial viability, it will Jook to assure that any health plan serving Medicare beneficiaries meet
certain standards. The movement to restructure Medicare and focus on multiple options, including
managed care, must assure that any kind of plan meets certain criteria regarding benefits,
marketing practices, solvency, reporting, quality of care delivered and quality of outcomes, plus
grievances and sanctions, at a minimum. To that end we suggest the following be included.
Furthermore, we rex d that any national accrediting body’s standards relied upon must also
cover these points.

1. Plan Information

Plans should provide uniform written descriptions of their benefits, services and
procedures that clearly and fully disclose coverage of benefits, exclusions, limitations on
coverage, and oul-of-pocket costs, including copayments, deductibles, coinsurance, and
established aggregate maximums on out-of-pocket costs.

2. Evaluation

Patients who have impaired functional abilities should receive a rehabilitation evaluation
by a specialist in physical medicine and rehabilitation as quickly as possible once they
experience an illness or injury. Studies have shown that the earlier a patient is evaluated
and receives rehabilitation services, the more successful the outcome. If an enrollee is a
candidate for rchabilitation he or sbe should have access to, and be referred for, those
services.

This evaluation would be for individuals a) with one of the conditions usually requiring
rehabilitation services, b) with a congenital disability, and/or c) with a specific functional
level based on a functional assessment and occur within 72 hours upon seeing a primary
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care provider or other gatekeeper. The conditions in question include, but are not limited
to, stroke, spinal cord injury, congenital deformity, amputation, major multiple trauma,
hip fracture, brain injury, all forms of arthritis, neurological disorders, burns, cancer,
cardiac and pulmonary diseases and pain.

3. vaérage

Aay plan offered to Medicare beneficiaries should offer those benefits for rehabilitation
services from rehabilitation providers which are currently covered in the Medicare
program. Additionally, there are coverage guidelines for inpatient rehabilitation hospitals
and unit services and outpatient services. They are based on the patient’s need and
progress, not an arbitrary limit. The current Medicare inpatient and outpatient guidelines
should be used by plans while options are examined.

4. Incentives

Financial and other incentives for physicians to refer to physician and nonphysician
specialists should be based on the needs of the patient and the patients’ outcomes. All
financial and other incentives should be disclosed to patients, employers and other
purchasers of the plan's services.

5. Quality

Managed care plans should be accountable for the quality of care provided. They should
ensure adequate access 1o services for all their enrollees. Outcomes, both medical and
functional, should be reported by insurers to employers, govemnment payers and enrollees.
Quality criteria by which to determine plan approval of rehabilitation services to Medicare
beneficiaries should include (a) patient outcomes, including but not limited to, death,
pressure sores, discharge status, and change in functional motor and cognitive function,
and others; and (b) readmission to the hospital. Additionally, with respect to access, plan
standards must address maximum waiting periods for appomtmenls for referrals to
specialists as wee as initial and follow up appoi to lists and maximum
travel distances. All this information should bc available to the pubhc

6. Specialists as Gatekeepers

Enrollees who require ongoing, specialized health services should be able to choose a
specialist as a gatekeeper in order to effectively manage the services appropriate to their
conditions. Relevant specialists should also be directly available to enrollees without
gatckeeper approval where continued specialized care is medically indicated. Persons
requiring rehabilitation services and persons with disabilities in particular should be able
to select a primary care provider or gatekeeper who is a physiatrist, an otherwise qualified
rehabilitation physician or a specialist in the medical management of their particular
condition.

7. Consumer and Provider Due Process
Plans should set forth procedures to be followed in the resolution of disputes with
enroliees about required services and the adequacy of those provided by the plan.
Grievance mechanisms should be timely and fair.

Grievance and appeals procedures should:

a) be available to both enrollees and providers, including timely review of a service
denial;

b) be clearly communicated to all parties;

o ire independent second opinions to be obtained promptly when covered benefits

4 P
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are denied for any reason;

d) require an expedited appeals p leading to a decision within 72 hours of the initial
complaint.

8. Arrangements with Provid
Plans should enter into agr and other £ to ensure an appropriate mix,
number and distribution of qualified bealth professionals to adequately provide for the

plan’s benefit package.
9. Utilization Management Protocols

Utilization review should be performed by qualified persounel knowledgeable in the field
in which a coverage decision is being made. Qualified health professionals, including
rehabllllauon provndcrs and other specialists, should be involved in the development and
ion of utilization review p d and practice guidelines.

P

10. Ability to Opt Out

ly disabled

Ultimately, it may be impossible to adequately protect the i of
persons requiring intensive rehabilitation services through the types of procedum]
requirements outlined in this imony. We d that if such an enrollee is
dissatisfied with the type or quality of rehabilitation service provided, then he or she have
the option to return to Medicare fee for service age promptly, as llees can do
now by disenroiling from the managed carc plan within a month. We recommend that
this process be made simpler, be clarified and be included in all plan literature.

11. HCFA’s Responsibilities

HCFA should direct HMOs now and plans in the future that they cannot use arbitrary
tules of thumb to deny rehabilitation care to Medicare beneficiaries, €.g. age or deny any
Medicare benefits to beneficiaries. If an enrollee is a candidate for rehabilitation and
meets the existing Medicare inpatient rehabilitation hospital or outg guideli he
or she should be referred for those services.

HCFA should increase its review of Medicare risk contractors’ practices in referring
patients who require rehabilitation to less intease levels of services which may result in
decreased positive outcomes.

12. Consistency

Plans shouid be consistent in the information required, i.c., data ek and methods
of analysis, evaluation criteria, of non-discrimination among classes of
providers, uniform quality znd utilization dards, ¢ e of
access, fair and adeq i y of record-keeping requi

13. Point-of-Service Option

HMO enrollees should have the right to obtain care from out-of-network providers,
assuming they opt to pay the any extra costs. It retains the ability of closed-panel HMOs
to contain costs, but also allows enrollees the flexibility to opt out of the provider network
if they pay a little more for this option.
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MEDICAL SAVINGS ACCOUNTS

We have examined some descriptions of medical savings accounts. Several issues arise that are
of concern for persons in need of rehabilitation services and providers of those services. First the
catastrophic health plans should not be allowed to impose preexisting condition limitations nor
to refuse to cover persons based on health status, especially persons with disabilities. Second such
plans must be required to provide comprehensive coverage for persons with scrious ilinesses or
injuries requiring rehabilitation services. Third, there should be no lifetime or per condition limits
for persons experiencing a catastrophic injury or illness which requires rehabilitation. Fourth,
such plans should be required to include rehabilitation services in their benefits package since
the majority -of conditions considered catastrophic, e.g. stroke, head injury, brain injury, etc.,
require rehabilitation services in order to restore the person to their prior functional level.

We would be pleased to discuss these critical issues with you Mr. Chairman.

Respectfully submitted,

Carolyn C. Zollar
Vice President for Public Policy and General Counsel
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STATEMENT OF JAMES W. PATTON
ON BEHALF OF COMPREHENSIVE HEALTH SERVICES OF DETROIT

We commend Chairman Thomas and Chairman Bilirakis for taking on
the task of reviewing standards for health plans providing coverage in the Medicare
program. Congress has the opportunity to replace multilayered standards with
uniform standards for comparable health care systems.

Issue - 50/50 Rule

Health Maintenance Organizations which serve the Medicaid population
are often precluded from serving the Medicare population because of the Medicare
requirement that at least 50 percent of their members must be covered other than
through Medicare or Medicaid (the 50/50 rule). The intended purpose of this rule is
to ensure quality in Medicare HMOs through limiting member composition to no
greater than 50% Medicare and Medicaid. The goal of this Congress to encourage
more Medicare beneficiaries to receive their health care in managed care settings is
being impeded by the 50/50 rule. To achieve its goal, Congress should at a minimum
require the Secretary of Health and Human Services to automatically waive the 50/50
rule for plans which meet certain quality and financial standards.

Background on CHS

Comprehensive Health Services (CHS) of Detroit, known as The
Wellness Plan, is a 501(c)(3) federally qualified bealth maintenance organization
("HMO") operating since 1972 and serving the Detroit metropolitan area. Currently,
CHS has over 140,000 enrollees, approximately 90 percent of whom are enrolled
through the state of Michigan Medicaid program. CHS currently has roughly 2,000
Medicare enrollees with marketing plans to reach 15,000 enrollees in the next few
years.

CHS has over 200 commercial accounts with medium and small
businesses, enrolls nearly 10 percent of the federal employee health benefit plan
participants in Detroit, and has accounts with major companies. However, CHS has a
disproportionate percentage of Medicaid members from sectors of the city of Detroit
with the greatest preponderance of minority and low income populations. In practice,
it is not realistic for an inner-city HMO like CHS that serves a significant number of
Medicaid beneficiaries to meet the 50/50 rule.

CHS is a well established HMO that has been recognized as a model
quality Medicaid managed care program by such national leaders as Dr. Otis Bowen,
former Secretary of the Department of Health and Human Services. Based on its
stellar performance, CHS is as qualified as any other HMO in serving Medicare
patients. Indeed, despite the fact that it often serves the sickest and most vulnerable
population in the city of Detroit, inchuding many dual eligible persons (with Medicare
and Medicaid coverage), its costs to the Medicare program are far below the average
adjusted per capita cost rates paid to Medicare risk contractors.

CHS has had a Health Care Prepayment Plan (HCPP) contract with
Medicare since 1993. While CHS would have preferred to have a risk contract, it
was and remains ineligible to participate in these contracts because of the 50/50 rule.

Under the Medicare technical corrections legislation enacted last year,
HCPPs must comply with State Medigap requirements as of Jarmary 1, 1996.
However, Medigap rules prohibit activities which are fundamental to HMO operations
such as imposition of reasonable copayments and coverage of preventative care.
Further, CHS cannot comply with Medigap because it is not licensed as an insurance
company. Because compliance with Medigap is impossible, CHS would like to
convert its HCPP contract to a Medicare risk contract, but again, this is impossible
because of the 50/50 rule.
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tan for matic iver of Rule for Medicai

The Secretary of HHS should be required to automaticaily grant waivers
for plans that cannot meet the 50/50 rule due to significant Medicaid enroilment if
they meet the following criteria:

L4 Operational Medicaid risk contract for at least three consecutive years;
L Enrollment of at least 25,000 Medicaid recipients;
* Financial Soundness as documented by at least one of the following:

B a net surpius of income over expenses over the past three years
- net worth equal or exceeding two months of medical expenses
- medical loss ratio of not less than 75% over the past two years

L] Quality plan as documented by meeting at least one of the following:

- federal qualification

- satisfactory disenrollment for cause rates, beneficiary appeal rates,
and track record of state/federal compliance actions or other
measures of consumer satisfaction (e.g., independent customer
satisfaction surveys documenting favorable ratings from a high
percentage of respondents)

- accreditation by a private accreditation body.

The Secretary should also have authority to gr;m waivers on a case by
case basis for other Medicaid plans not meeting the above standards.

r i ncern of

At the end of the 103rd Congress a law was enacted known as the Social
Security and Technical Corrections Act of 1994, H.R. 5252 (dated October 7, 1994).
Section 171(f) would subject an HCPP contractor to Medigap laws and regulations as
of January 1, 1996. Because these provisions are inherently contrary to the operations
of HCPPs, Section 171(f) would make it impossible for an HCPP contractor to offer a
"gap policy” to any of its individually enrolled Medicare members. This is critical
because, without a gap policy Medicare beneficiaries would have no reason to enroll
or remain enrolled in an HCPP contractor. Rather, HCPPs would have to limit offers
of gap policies to persons enrolled in a group contract (¢.g. Medicaid dually enrolled
Medicare beneficiaries, retirees of union trust plans and employer group retiree plans),
who do not fall under the scope of Section 171(f).

Historically, HCPP contractors generally, and all federally qualified
HMOs, were exempt from the federal Medigap laws. HCFA apparently interprets
Section 171(f) as restricting an HCPP contractor from offering a gap policy unless it
is in conformance with requirements for a Medicare Supplement Policy ("Medigap
policy”). Because Medigap policies are indemnity policies and because most federally
qualified HMOs and most other state licensed HMOs are not licensed insurers, it is
impossible for them to offer such policies solely through an HCPP.

Moreover, uader federal law, a Medigap policy must reimburse benefits
regardless of which provider or physician offers the care. Congress has provided an
exception to the Medigap requirements enabling insurers and Blue Cross Blue Shield
plans 1o offer Medicare Select, a Medicare PPO product. Even though Medicare
Select allows for differences in reimbursement between in-network and out-of-network
providers, it does not address most of the conflicts for HCPPs attempting to comply
with Section 171(f). Specifically, by requiring an HCPP contractor to conform to
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Medicare Select, Section 171(f) would preclude an HCPP from offering its own
unique version of covered benefits and require instead that the HCPP gap policy
conform to 1 of 10 standard Medigap policies. None of these policies permit an
HCPP contractor to use modest copayments (i.e., $5 to $10 for office visits and $25
to $50 for use of a hospital emergency room) to help manage usage of services by
Medicare enrolled members of the HCPP. Nor does Medicare Select allow an HCPP
to offer more comprehensive or more generous benefits, including extensive
preventative care services that are not covered by Medicare or by Medigap policies.

Moreover, even for provisions that do not directly conflict with the
obligations of an HCPP contractor, some requirements of Medicare Select, if
implemented, could increase dramatically the administrative costs of operating an
HCPP program. For example, even though the HCPP is paid its costs in lieu of the
billed fees from a Medicare carrier, Section 171(f) would require an HCPP to submit
bills to a Medicare carrier. Accordingly, the framework created by Section 171(f) is
contrary to the framework of operating as an HCPP.

It is ironic that Congress, by adopting Section 171(f), could undermine
the HCPP program when it has been a source of long term stable participation of
HMOs with Medicare. Unlike the HMO risk program, HCPPs have not been
criticized for having financial incentives to favorably select only healthy patients. Yet,
HCPPs have served as an important feeder program that enables HMOs to shift to risk
contracts once they gain experience in managing Medicare population. Few HCPPs
have dropped out of the Medicare program and since the inception of the risk contract
program 14 of the largest and most successful risk contractors were previously
HCPPs. By contrast, in the first eight years of the risk contract program
approximately 300 out of 400 contracts (or 75 percent) were terminated or non-
renewed. Accordingly, if Congress does not provide for a waiver of the 50/50 rule
for Medicaid plans, it will be impossible for HCPP contractors such as CHS to
expand coverage to additional Medicare beneficiaries. In the absence of a 50/50
waiver, CHS finds it necessary to seek a solution to its specific problem.

Alternatives (all of which are budget neutral) might include:
L4 Specifically waive the applicability of the 50/50 rule to CHS;

(4 Postpone the effective date of the requirement that HCPP contractors
comply with Medigap rules for those HMOs that cannot meet the 50/50
rule (and therefore cannot otherwise serve the Medicare population on a
managed care basis) until such plans can qualify for a risk contract;

L4 Delete the requirement that HCPP contractors comply with Medigap
rules and instead impose quality standards on HCPP contractors.

At a time when the Congress is looking toward managed care as one
option for reducing the rate of growth in the Medicare program, destroying the ability
of CHS to serve the Medicare population on a managed care basis would be truly
counterproductive.

& % =%

If you have any questions or wish to obtain additional information
regarding this statement, please call our Washington Counsel, Wendy Krasner at (202)
778-8064 or Kathleen Black at (202) 778-8342 of the firm of McDermott, Will &
Emery in Washington, D.C.
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STATEMENT OF D.C. CHARTERED HEALTH PLAN, INC.

Igsue

Health Maintenance Organizations which serve the Medicaid
population are often prohibited from serving the Medicare
population because of the Medicare requirement that at least 50
percent of their members must have insurance coverage other than
through Medicare or Medicaid (the 50/50 rule). The intended
purpose of this rule is to ensure quality in Medicare HMOs
through limiting member composition to no greater than 50%
Medicare and Medicaid. The goal of this Congress to encourage
more Medicare beneficiaries to receive their health care in
managed care settings is being impeded by the 50/50 rule. To
achieve this goal, Congress should, at a minimum, require the
Secretary of Health and Human Services to automatically waive the
50/50 rule for established plans which primarily serve Medicaid
recipients and meet certain quality and financial standards.

Bac d on Chartered Hea Plan

Chartered Health Plan ("Chartered") is a prepaid health care
plan under contract with the District of Columbia Government (the
District) to provide health care services since fiscal year 1988.
It began this contract when all other HMOs in the District were
unwilling to serve Medicaid recipients.

Chartered has a proven track record of dealing effectively
with the hard core Medicaid population in the District. Indeed,
Chartered is currently establishing state of the art primary
health care centers in the two most under-served, crime ridden,
and economically challenged areas of the city. Chartered is
committed to serving the Medicaid population with adequate access
to high quality care. During the course of serving the Medicaid
population, it has found that many of its services are needed and
sought by Medicare beneficiaries who reside in the inner city.
However, Chartered is unable to enroll these persons in its plan
because of the 50/50 rule.

In addition to supporting automatic waivers of the 50/50
rule, Chartered is seeking similar requirements for the Secretary
with regard to the Medicaid 75/25 waiver.

Backgro Medicar dicaid Dual Eligible

Even though the District of Columbia Government has embraced
managed care as a cost saving alternative to traditional Medicaid
coverage, it is currently limited to Medicaid beneficiaries
entitled due to coverage under Aid to Families with Dependant
Children ("AFDC"). The sickest and most expensive Medicaid
patients are those who are also entitled to coverage under the
federal Supplemental Security Income ("SSI") program -- "dual
eligibles"”. Typically, insurance companies and HMOs have avoided
underwriting this population.

Chartered is now seeking to work with the District to
develop a program for joint coverage of SSI beneficiaries with
the Medicaid program. To expand the scope of its services to SSI
beneficiaries, Chartered would need both a waiver of the 75/25
Medicaid composition rule and a waiver of the 50/50 Medicare
enrollment composition rule.

In order to serve this segment of the population, Chartered
is willing to become a federally qualified HMO or federally
approved Competitive Medical Plan ("CMP"). Chartered also plans
to become approved by NCQA, the private HMO accreditation
organization and has recently been licensed as an HMO in the
state of Virginia.

Dual eligibles are cumbersome to handle because they require
two separate contracts, one with the Medicaid program and a
second with the Medicare program. A critical factor in
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explaining why this population remains untargeted by managed care
programs is that these beneficiaries have chronic and acute
medical problems that pose substantial costs to both the Medicare
and Medicaid programs. Accordingly, these beneficiaries are
often unattractive to HMOs because they are difficult to manage
and have adverse medical histories. Medicaid agencies are
beginning to encourage these populations to join Medicare risk or
cost contractors because they are required by federal law to
cover the gaps in Medicare and because the Medicare program
provides primary coverage and the Medicaid program provides
secondary coverage. Yet, few HMOs are ready to serve these
populations.

Standards for Automatic Waiver of 50/50 fozluedicuid Plans

The Secretary of Health and Human Services should be
required to automatically waive the 50/50 rule for a plan with
significant Medicaid enrollment if the plan meets the following
criteria:

[ Operatjonal Medicaid risk contract for at least three
consecutive years;

L] Enrcollment of at least 25,000 Medicaid recipients;
L] Financial Soundnegs as documented by at least one of

the following: .

- a net surplus of income over expenses over the
past three years

- net worth equal or exceeding two months of medical
expenses

- medical loss ratio of not less than 75% over the
past two years

[ ] Quality plan as documented by meeting at least one of
the following:

- federal qualification

- satisfactory disenrollment for cause rates,
beneficiary appeal rates, and track record of
state/federal compliance actions or other measures
of consumer satisfaction (e.g., independent
customer satisfaction surveys documenting
favorable ratings from a high percentage of
respondents)

- accreditation by a private accreditation body.

Further, the Secretary would alsc have authority to grant
waivers on a case by case basis for other Medicaid plans not
meeting above standards.

Precedent for a waiver of the Medicare enrollment
composition rule already exists for individual health plans that
were targeted to the Medicaid population. We believe it is now
time for other urban based HMOs with significant experience in
serving Medicaid patients to be allowed to operate as Medicare
contractors.

If you have any questions or wish to obtain additiomal
information regarding this statement, please call our General
Counsel, Jerrold Hercenberg at 703 758-3604 or call Wendy Krasner
at 202 778-8064 or Kathleen Black at 202-778-8342 of the firm of
McDermott, Will & Emery in Washington, D.C.
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STATEMENT OF JOINT COMMITTEE FOR PATIENTS IN PAIN

MEDICARE REFORM AND THE FEDERAL BUDGET

The American Pain Society, the American Academy of Pain Medicine, and the
American Association for the Study of Headache have formed the Joint Committee for
Patients in Pain to advocate responsible public policy and private sector action for the
benefit of millions of Americans who suffer from intractable pain.

While pain affects patients of all ages, it is closely associated with many illnesses
that afflict the elderly, including cancer, diabetes, and arthritis. Chronic pain is also
closely associated with disability; in fact, intractable pain is frequently the cause of
disability. Thus, access to appropriate treatment for pain is a core issue for Medicare
beneficiaries, particularly those with serious illness and disability who by necessity are
disproportionately large consumers of Medicare financed health care services.

The 104* Congress is considering changes to the Medicare program which are
more fundamental than any considered since the original enactment of Medicare in 1965.
Most proposed changes would move more Medicare patients towards private sector health
plans, or bring managed care practices from the private sector more fully into the public
plan. As Congress considers these dramatic changes, caution must be taken to ensure that
Medicare patients in pain do not lose access to appropriate care.

As with certain other illnesses, complex pain cases are not effectively treated in
tightly controlled systems emphasizing primary care services. Pain and its underlying
causes are frequently misdiagnosed - or undiagnosed. Patients are frequently mistreated,
under treated, or untreated. "Gatekeepers” impede rather than facilitate appropriate early
intervention. These cases stand out. They are not "routine," but they are widespread, and
often become very high cost. They require special consideration in a reformed Medicare
program.

Intractable pain can be intolerable to the patient. It impacts so dramatically on the
quality of life and the ability to function as to prompt desperate searches for relief in and
out of a patient's primary health network, and in and out of proven treatment modalities.
At some point, it even becomes unbearable. Though often lost in the rancorous debate
over assisted suicide, it is a fact that most of Dr. Jack Kevorkian's patients have been
sufferers of intractable pain.

Medicare reforms must deal fairly and effectively with the special needs of patients
in pain. The Joint Committee for Patients in Pain urges Congress to consider the following
protections for patients afflicted with intractable pain:

American Pain Society ® American Academy of Pain Medicine ® American Association for the Study of Headache
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JOINT COMMITTEE FOR PATIENTS IN PAIN

L MEDICARE BENEFICIARIES SHOULD HAVE A FEE-FOR-SERVICE AND
A POINT OF SERVICE OPTION AVAILABLE AT ALL TIMES OF
MEDICARE ENROLLMENT. THESE OPTIONS SHOULD BE REAL - NOT
SUBJECT TO INORDINATELY HIGH PREMIUM OR CO-PAY
DIFFERENTIALS, OR UNDUE RESTRICTIONS ON THE ABILITY TO
SWITCH PLANS.

I QUALIFIED MEDICARE PLANS THAT UTILIZE RESTRICTED PROVIDER
NETWORKS MUST BE REQUIRED TO DEMONSTRATE CAPACITY TO
EFFECTIVELY TREAT INTRACTABLE PAIN WITHIN THE NETWORK, OR
THROUGH REFERRAL ARRANGEMENTS OUTSIDE THE NETWORK, AND
PROVIDE OUTCOME DATA TO PROVE EFFECTIVENESS.

1. GATEKEEPERS EMPLOYED IN QUALIFIED MEDICARE PLANS MUST:

= Be properly trained for the clinical judgements they are asked to make, e.g.
where prior authorization is required for specialty referral or treatment;

s Not have financial incentives to under-treat or under-refer;

B Perform a contemporaneous evaluation of the patient before overriding another
physician's clinical judgement; and

u  Be accountable for the clinical judgements made in their capacity as
gatekeepers.

Iv. REFERRAL ARRANGEMENTS MUST BE TARGETED TO PROPERLY
TRAINED PRACTITIONERS, ACADEMIC CENTERS, AND "CENTERS OF
EXCELLENCE" WHICH SPECIALIZE IN THE TREATMENT OF
INTRACTABLE PAIN AND SIMILAR ILLNESSES.

V. MEDICARE FEE SCHEDULES MUST RECOGNIZE THE SCOPE AND
INTENSITY OF SERVICES DELIVERED BY PRACTITIONERS WITH
ADVANCED TRAINING AND MULTI-DISCIPLINARY TEAMS IN CENTERS
OF EXCELLENCE TO PATIENTS IN PAIN WHO HAVE FAILED TO
RESPOND TO CUSTOMARY AND USUAL CARE.

July 1995

American Pain Society ® American Academy of Pain Medicine ® American Association for the Study of Headache
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JOINT COMMITTEE FOR PATIENTS IN PAIN

JOINT COMMITTEE FOR PATIENTS IN PAIN
THE FACTS ON INTRACTABLE PAIN
m  Pain is a major public health problem in the United States
= 50 million Americans are partially or totally disabled by pain
®  45% of all Americans seek care for persistent pain at some point in their lives
w  Headache and low back pain are the most prevalent forms of intractable pain
m  Pain accompanies a wide range of other clinical conditions, including:
o cancer
O diabetes
o arthritis
m  22% of work-related injuries involve back pain
= 150 million workdays are lost annually to head pain alone
®  Children lose 1 million school days annually due to pain
m  Intractable pain is frequently untreated or mistreated
®m  Mismanagement of pain has tragic and costly consequences:
disability
depression

over-utilization of diagnostic services and procedures

o
[°]
o
© unnecessary hospitalizations and surgery

®  Pain can be effectively treated:

with early intervention

by appropriately trained specialists
frequently in ambulatory settings
at reasonable cost

O o000

I American Pain Society ® American Academy of Pain Medicine * American Association for the Study of Headache
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STATEMENT OF PATIENT ACCESS TO SPECIALTY CARE COALITION

Mr. Chairman: This statement is made on behalf of the Patient Access to
Specialty Care Coalition ("Coalition"), consisting of nearly 100 patient, physician, and
non-physician health care professional organizations dedicated to ensuring the right of
patients to consult and be treated at a reasonable cost by the health care provider or
specialist of their own choice, regardless of the health plan in which they are enrolled.

As Congress considers changes in the Medicare program to encourage more
seniors to join managed care health plans, we believe that several patient protections
must be included in any legislative proposal to ensure that seniors continue to be able
to access the health care providers of their own choosing.

THE CORNERSTONE OF THE CURRENT MEDICARE LAW IS CHOICE OF HEALTH
CARE PROVIDER

Title 42 of the U.S. Code, Section 1395a clearly states: "Any individual entitled
to insurance benefits under this subchapter may obtain health services from any
institution, agency, or person qualified to participate under this subchapter if such
institution, agency, or person undertakes to provide him such services."

Proposals to increase the choices of the type of health care plans offered to
Medicare enrollees do not necessarily ensure choice of health care provider. In fact,
they may limit it. In order to encourage people to move info managed care plans,
current Medicare enrollees will be required to pay additional copayments, deductibles
and out-of-pocket expenses to maintain their current status under Medicare fee-for-
service. [f the Medicare population enrolls in managed care plans, they will discover
that many of these plans may take away their choice of provider and may not permit
them to see the health care providers that they have been seeing all along.

The Patient Access to Specialty Care Coalition is proposing a simple quality
assurance check on managed health care delivery systems to ensure that patients
receive the full range of health care services to which they are entitled, and that
patients will continue to have the freedom to choose any health care provider, as
currently is provided under the Medicare laws.

PATIENT CHOICE MUST REMAIN PARAMOUNT IN HEALTH CARE DELIVERY

Many major changes are now taking place in the way people purchase health
insurance and receive medical care. The pressures to reduce health spending continue
to be intense, and health plans and providers have become more aggressive in their
cost containment activities. VWhile many health plans have developed a number of
effective techniques to achieve economy and maintain quality of care, others have not
always achieved that balance. Since Medicare is a Federal government funded
program, we shouid make sure that these tax dollars result in appropriate patient care.

The Medicare market is open to many different heaith plans, and there is no
guarantee that health care plans would not discriminate against a sicker elderly
population. Right now, some health care plans are “cherry-picking" senior citizens by
offering aerobics classes, sponsoring “socials," and developing other promotional
activities which are targeted at healthy, active Medicare enrollees. Are these added
options more choice, or a coercive policy to force seniors into lower cost health care
plans which will provide less than the full range of health care services, which are now
obtainable under the Medicare program? The most vulnerable population, the elderly,
will be flung into a fiercely competitive marketplace where access to appropriate
medical services may take a "back seat."

In this rapidly changing health care delivery environment, the Patient Access to
Specialty Care Coalition believes that consumers of medical services must have
effective protection against the potential that their access to medically necessary health
care services will be inappropriately fimited.

The most effective check against this potential restraint is the patient's power to
seek and obtain medical services outside the provider network established by the
health plan. Health plans that provide good service to their enrollees should not be
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troubled by this point-of-service feature. Only health plans that fail to meet the needs
of their subscribers should be concerned.

SURVEY DEMONSTRATES THAT CHOICE OF HEALTH CARE PROVIDER IS
MOST IMPORTANT_TO ELDERLY POPULATION

The Coalition had the firm of ICR Research poll a nationally representative
sample of Americans age 50 and over on their views concerning Medicare reform.
(The results of the survey carried a plus or minus 3.2 margin of error). The results of
this poll demonstrated that roughly three out of four Americans age 50 and older would
not join a Medicare managed care program without the freedom to continue seeing their
current doctor or choose a specialist when they became ill.

The pofl results indicated that older Americans view their freedom to choose a
health care provider as a fundamental personal right that is much more important than
other principles, such as the right to bear arms or imposing term fimits for Members of
Congress.

Eighty-two percent of the respondents said that whether a prospective Medicare
managed care program allowed them the freedom to choose out-of-network physicians
and specialists would be "critically importantimportant” to their decision to join one.
Even among lower-income seniors (those making less than $15,000 a year), 64 percent
said they would choose a Medicare managed care program with the freedom-to-choose
feature (for a reasonable co-payment) over a Medicare managed care program that
covers the cost of prescription medications. Eighty-three percent of respondents
making over $50,000 gave the same response.

The results of this poll are consistent with those released this month by Louis
Harris and Associates for the Commonwealth Fund. It found that managed care
enrollees were more likely to rate their health plans as fair or poor than enrollees in
traditional fee-for-service plans. The polling, which covered families in Boston, Los
Angeles, and Miami demonstrated that choice of health care plan and choice of
physician were key issues, and that those individuals who were forced into managed
care because it was the only health care coverage provided by their employer were
twice as likely to rate their plan negatively as those who choose managed care from
a list of options.

THE POINT-OF-SERVICE FEATURE

The Coalition is deeply concerned that there are a number of current practices,
especially in managed care seftings, which impede patient access to treatment,
particularly specialty care.

True freedom of choice for patients can only be achieved by making out-of-
network medically necessary treatment and services available for all health care plans.
All patients should have the option, at an additional but not prohibitive copayment, to
seek the out-of-network treatment they desire. This feature should be built into every
health care plan, and not just offered at the time of enroliment.

While offering a point-of-service feature at the time of enroliment is a good first
step in preserving consumer choice, patients sometimes act with less than perfect
information when choosing a health care plan. Many times healthy patients are unable
to assess their health care needs, until they actually get sick or need specialty care.
Consequently, the broadest possible patient protection is to build choice of heaith care
provider into every health care plan.

Real Medicare reform will maintain the freedom for patients to choose their own
health care providers or specialty care provider, and then to continue to access these
same caregivers regardless of a change of jobs or health care plans.
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As Congress explores the role of managed care in controlling health care costs,
it also has the opportunity to guarantee the patients’ right to choose, and to make
consumers secure in knowing that the health care provider of their own choice will
always be there.

Making out-of-network treatment and services available for enrollees in all health
care plans provides a very good quality assurance check. It ensures that all health
care plans provide the health care that their enrollees need and deserve. The ability
of all Americans to seek out-of-network coverage provides consumer protection as well.
If a patient is not satisfied with care, he or she could pursue other treatment for a
reasonable, but not cost-prohibitive price.

Today, one of the more popular health insurance products among consumers is
a closed panel managed care plan with the availability of out-of-network coverage.
Patients have been demanding this freedom to choose, and the marketplace has
responded. This point-of-service feature for all health plans, therefore, is not intrusive,
but rather advances a developing trend, ensuring consistency and predictability for
consumers.

THIS POINT-OF-SERVICE FEATURE 1S NOT COSTLY

Building a point-of-service feature into all health plans under Medicare will not
affect any health plans’ ability to be aggressive in their cost containment activities, nor
will it limit their efforts to encourage providers and consumers to use health care
resources wisely. It will simply put pressure on health plans to keep the patient’s
welfare uppermost on their agenda, ahead of dividends and the bottom line.

Consumers expect to bear some additional cost for this point-of-service feature.
However, this cost is not great, and it is a simple actuarial calculation to determine a
reasonable copayment. There is also no financial burden placed on the HMO.

The Patient Access to Specialty Care Coalition retained the firm of Milliman &
Robertson, Inc. to study the cost impact on HMOs, if all closed-panel HMOs had to
offer a point-of-service to their enrollees. A closed-panel HMO only allows patients to
receive care from its own contracted providers. When a closed panel HMO has a
point-of-service feature, patients have an opportunity to "opt-out" of the managed care
network of providers, and seek "out-of-network" care.

The managed care industry has consistently claimed that a point-of-service
feature in all health plans would greatly increase the cost of doing business. This
assertion is contradicted by the Milliman and Robertson findings.

According to this study, a built-in point-of-service feature for all managed care
plans would not greatly change the cost of managed care or HMO benefits. In fact the
study demonstrates that this point-of-service feature, in some instances, can actually
lower the costs to an HMO.

The Milliman and Robertson study estimated the "net claim cost” for two typical
health care plans in today's marketplace. These plans were developed from existing
data in the HMO Industry Study, 1994 of the Group Health Association of America.
Mifliman and Robertson concluded that when it compared a point-of-service feature to
a pure HMO (a closed panel), the expected cost ranged from a decrease of about 5
percent for a typical HMO pian to an increase of about 10 percent for a more generous
HMO plan.

Analysis of this data demonstrates that the inclusion of out-of-network coverage
within an HMO design does not, in itself, either increase or decrease claims costs
incurred by the HMO. Instead, claims costs are increased or decreased depending
upon the HMO's selection of factors (deductibles, copayments, and out-of-pocket limits)
that encourage or discourage utilization of out-of-network coverage and the nature of
the discounts negotiated with network providers. (For the Committees’ use, the
Coalition has shared a copy of the complete Milliman and Robertson study).
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Again, the Patient Access to Specialty' Care Coalition maintains that a built-in
point-of-service feature provides a good safety valve for the unhappy or dissatisfied
members of the closed panel HMO. Under the point-of-service feature, patients are
able to go to a non-network provider of their choice. In doing so, however, the patient
would incur a higher copayment for the opportunity to go "out-of-network."

This point-of-service feature provides the patient with an out when they question
the quality of care they are receiving by the network'’s limited providers. It also provides
an opportunity for the patient to seek an additional opinion from a non-partisan provider
when the patient or family disagrees with the decision made by the closed panel HMO
or the primary care gatekeeper to withhold treatment or deny an appropriate referral to
a specialist.

EXPANSION OF MANAGED CARE IN THE MEDICARE PROGRAM

The Coalition is not opposed to managed care. It is concerned, however, that
Congress may be embracing a concept of cost savings of managed care in the
Medicare population without sufficient data.

Should Congress choose to go forward with expanding managed care in the
Medicare program, the Coalition maintains that its recommended point-of-service
feature will:

a) End the uncertainty and unpredictability of seniors moving in and out
of health plans through open enroliment and disenroliment--the feature will
always be there, and actuaries could easily calculate utilization of out-of-
network services.

b) Give the Medicare patient effective protection against the potential for
restricting access to medically necessary health care services.

c) Provide a quality assurance check on all health care plans to make sure
that they are providing the full range of health care services to their
enrollees.

THE POINT-OF-SERVICE FEATURE IS NOT AN "ANY WILLING PROVIDER"
PROVISION

The point-of-service feature endorsed by the Patient Access to Specialty Care
Coalition differs substantially from "any willing provider* proposals. “Any willing
provider" provisions deal with the contractual relationships between health plans and
providers of medical services. The focus of the Patient Access to Specialty Care
Coalition is on patient choice and the health care access rights of consumers and
patients.

THE COALITION IS NOT AGAINST MANAGED CARE, AND WE HAVE TAKEN
NO POSITION ON THE REPUBLICAN LEADERSHIP'S PROPOSAL TO
EXPAND MANAGED CARE IN THE MEDICARE PROGRAM

There have been several misconceptions about the Patient Access to Specialty
Care Coalition. Contrary to comments which have appeared in the press, the Coalition
is not anti-managed care, and we are not trying to interfere with, or slow-down, the rate
of growth in managed care plans. We have not taken any position for or against the
House Republican Leadership proposal on Medicare reform. We are not against the
gatekeeper concept, and we do not take issue with the important role that primary care
providers play in offering quality health care to their patients.

Instead, our message is very simple. We believe that in this rapid thanging
health care marketplace, patients should be afforded a few basic protections. If the
Congress desires to shift the elderly population more toward managed care health care
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delivery, all that we asked is that provisions be included to ensure that patient choice
of health care provider is preserved, so that Medicare enrollees will be able to continue
to have timely access to the full range of appropriate medical services.

OTHER PROVISIONS TO ENHANCE PATIENT CHOICE AND ACCESS SHOULD
ALSO BE INCLUDED

The Coalition believes that additional provisions should be included in Medicare
reform legislation to enhance patient choice and access. Medicare reform legistation
should include: a patient bill of rights ensuring timely access to specialty care; a
streamlined appeals process for denial of care or copayment for out-of-network care;
a ban on financial incentives which result in the withholding of care or the denial of a
referral; and a requirement that health care plans return to patient policyholders, in the
form of aggregate benefits provided under the policy, at least 85 percent of the
aggregate amount of premiums.

Mr. Chairman, the Patient Access to Specialty Care Coalition’s point-of-service
feature allowing patients to access out-of-network medically necessary care ensures
real choice and real consumer protection, and is a sound quality assurance check to
make certain that all plans offer the full range of quality health care.

In your continuing deliberations on managed care and the expansion of managed
care in the Medicare program, we urge the House Ways and Means Committee and
the House Commerce Committee to ensure adequate patient protection and safeguards
in this changing marketplace by instituting a point-of-service feature in all health plans.

A listing of the current membership of the Patient Access to Specialty Care
Coalition follows:
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(as of 7/7/95)

Organizations in the

PATIENT ACCESS TO SPECIALTY CARE COALITION

Allergy and Asthma Nelwork #Mothers of Asthmatics, Inc.

American Academy of Allergy and Immunology

American Academy of Child and Adolescent Psychiatry

American Academy of Dermatology

American Academy of Facial Plastic and
Reconstructive Surgery

American Academy of Neurology

American Academy of Ophthaimology

American Academy of Orthopaedic Surgeons

American Academy of Otolaryngology - Head and
Neck Surgery

American Academy of Pain Medicine

American Academy of Physical Medicine & Rehabilitation

American Association for Hand Surgery

American Association for the Study of Headache

American Association of Clinical Endocrinologists

American Association of Clinical Uralogists

American Association of Hip and Knee Surgeons

American Association of Neurological Surgeons

American Association of Private Practice
Psychialrists

American College of Cardiology

American College of Foot and Ankle Surgeons

American College of Gastroenterology

American College of Nuclear Physicians

American College of Obsletricians & Gynecologists

American College of Osteopathic Surgeons

American College of Radiation Oncology

American College of Radiology

American College of Rheumatology

American Diabetes Association

American EEG Society

American Gastroenterological Association

American Lung Assaciation

American Orthopaedic Society for Sports Medicine

American Osteopathic Academy of Orthopedics

American Pain Society

American Podiatric Medical Association

American Psychiatric Association

American Psychological Association

American Rehabilitation Association

American Sleep Disorders Association

American Society for Dermalologic Surgery

American Society for Gastrointestinal Endoscopy

American Society for Surgery of the Hand

American Society of Anesthesiologists

American Society of Cataract and Refractive
Surgery

American Society of Clinical Pathologists

American Society of Dermatology

American Society of Echocardiography

American Society of General Surgeons

American Society of Hematology

American Society of Nephrology

American Society of Pediatric Nephrology

American Society of Plastic and Reconstructive
Surgeons, Inc.

American Society of Transplant Physicians

American Thoracic Society

American Liver Foundation

American Urological Association

Amputee Coalition of America

Arthrilis Foundation

Arthroscopy Association of North America

Association of Subspecialty Professors

Asthma & Allergy Foundation of America

California Access to Specialty Care Coaliti

California Congress of Dermatological Societies

College of American Pathologists

Congress of Neurological Surgeons

Cooley's Anemia Foundation

Cystic Fibrosis Foundation

Eye Bank Association of America

Federated Ambulatory Surgery Association

Joint Council of Allergy and Immunology

Lupus Foundation of America, Inc.

National Associalion for the Advancement of Orthotics
and Prosthetics

National Association of Epilepsy Centers

National Association of Medical Directors of
Respiratory Care

National Committee to Preserve Social Security
and Medicare

National Foundation for Ectodermal Dysplasias

Nalional Hemaphilia Foundation

Nalional Kidney Foundation

National Multiple Sclerosis Society

National Osteaporosis Foundalion

National Psoriasis Foundation

North American Society of Pacing and
Electrophysiology

Oregon Dermatolagy Society

Orthopaedic Trauma Association

Patient Advocates for Skin Disease Reseasch

Pediatric Onhopaedic Society of Norh America

Pediatrix Medical Group: Neonatology and Pediatric
Intensive Care Specialisis

Renal Physicians Association

Scoliosis Research Society

Society for Vascular Surgery

Society of Cardiovascular & Interventional Radiology

Society ol Gynecologic Oncologists

Society of Nuclear Medicine

Society of Thoracic Surgeons

The Alexander Graham Bell Association for the Deaf, Inc.

The American Society of Dermatophathology

The Endocrine Society

The Paget Foundation For Paget's Disease of Bone
and Related Disorders

The TMJ Association, Ltd.






